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ADVERTISEMENT. 


The  present  treatise  is  founded  upon  a  much  shorter 
essay,  published  in  January,  1837,  and  entitled  “  The  His¬ 
tory  of  Banks,  to  which  is  added  a  Demonstration  of  the 
Advantages  and  Necessity  of  Free  Competition  in  the  busi¬ 
ness  of  Banking.”  Almost  the  whole  of  that  essay,  after 
undergoing  many  alterations  and  corrections,  has  been  in¬ 
corporated  into  this.  The  greater  part,  however,  of  the 
present  work  is  entirely  new. 

The  essay,  above  referred  to,  was  written  principally  with 
the  design  of  advocating  the  system  of  open  competition  in 
banking.  At  the  time  of  its  publication,  that  system  had 
very  few  advocates.  A  peculiar  conjuncture  of  circum¬ 
stances  has  since  led  to  the  legislative  adoption  of  that  sys¬ 
tem  by  the  great  state  of  New  York,  and  has  opened  the 
way  for  its  introduction  into  all  the  other  states. 

The  whole  subject  of  Banks  and  Paper  Currency  pos¬ 
sesses,  at  this  time,  a  degree  of  general  interest,  which 
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makes  it  essential  for  every  body,  who  aspires  to  form 
opinions  of  his  own,  or  to  be  able  to  give  a  reason  for  his 
opinions,  to  attain  some  degree  of  acquaintance  with  it. 

If  any  one  wishes  to  learn  how  little  this  subject  is  under¬ 
stood,  even  by  those  whose  proper  business  it  is  to  understand 
it,  let  him  read  the  debates  of  the  twenty-fifth  congress,  and 
the  discussions  upon  banking  which  have  taken  place  in 
the  state  legislatures,  and  in  the  newspapers  and  other 
periodicals,  during  three  years  past.  A  greater  collection 
of  blunders  and  contradictions,  a  greater  display  of  ignorance 
and  prejudices,  and  a  more  plentiful  lack  of  reason  and 
good  sense,  it  will  not  be  easy  to  find  anywhere  else,  or 
upon  any  other  subject. 
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PART  FIRST. 


HISTORY  OF  BANKING  AND  PAPER 

MONEY. 


CHAPTER  I. 

Origin  of  Banking.  Banks  of  Venice ,  Genoa  and 

Barcelona. 

In  every  country  which  has  made  any  considerable 
advances  in  civilization,  the  necessity  that  has  been 
felt  of  a  class  of  persons  devoted  to  the  exercise  of 
several  of  the  functions  of  modern  banking,  has  not 
failed  to  produce  such  a  class. 

Thus  it  appears  that  among  the  Greeks  and  Ro¬ 
mans  there  were  persons  who  made  it  a  business  to 
exchange  one  kind  of  coin  for  another,  and  who  were 
in  the  habit  of  receiving  money  for  safe  keeping  from 
the  great  proprietors  and  traders.  Payments  at  Rome 
were  frequently  made  by  checks  on  these  bankers,  or 
transfers  in  their  books. 

With  the  revival  of  trade,  during  the  middle  ages, 
this  business  of  banking  again  revived.  The  inven¬ 
tion  of  bills  of  exchange  extended  the  principle  of  pay¬ 
ment  by  check,  or  transfer  on  a  banker’s  books,  from 
the  domestic  trade  of  a  single  city,  to  the  commerce 
between  independent  and  distant  states.  The  Jews, 
whose  religion  formed  a  bond  of  connection  and  in¬ 
timacy  between  all  the  members  of  that  persuasion, 
however  distantly  they  might  be  separated,  seem  first 
to  have  introduced  the  business  of  exchange  and 
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banking  into  the  states  of  modern  Europe.  When 
the  prejudices  of  the  times,  irritated  by  their  growing 
wealth  and  importance,  caused  the  banishment  of  the 
Jews  from  many  of  those  states,  they  were  succeeded 
as  bankers  by  citizens  of  the  free  Italian  states  and 
cities,  known  by  the  general  name  of  Lombards. 

It  was  about  the  middle  of  the  twelfth  century,  at 
Venice,  which  in  those  times  stood  at  the  head  of 
European  commerce,  that  the  first  banking  institution 
was  established  on  a  large  scale,  or  which  attained 
any  considerable  notoriety.  In  its  origin,  however,  it 
had  nothing  to  do  with  the  business  of  banking.  It 
took  its  rise,  like  most  other  institutions  of  the  nature 
of  national  banks,  not  from  the  necessities  of  trade, 
but  from  the  necessities  of  the  government. 

The  republic  being  engaged  in  war,  and  falling 
short  of  funds,  had  recourse  to  a  forced  loan.  The 
contributors  to  that  loan  were  allowed  an  annual  in¬ 
terest  of  four  per  cent  on  the  sums  they  had  been 
obliged  to  lend ;  certain  branches  of  the  public  revenue 
were  set  aside  for  the  payment  of  that  interest;  and  a 
corporation,  entitled  the  Chamber  of  Loans,  was  erected 
for  the  express  purpose  of  looking  after  this  matter, 
managing  those  branches  of  revenue  the  income  of 
which  had  been  assigned  to  the  lenders,  and  attending 
to  the  punctual  payment  of  the  interest,  as  it  fell  due. 

So  far  there  was  no  bank.  But  the  Chamber,  in 
the  course  of  its  business,  sometimes  had  occasion  to 
purchase  and  sell  bills  of  exchange,  and  as  the  means 
of  the  corporation  were  undoubted,  and  its  character 
highly  respectable,  it  was  soon  seen  that  its  name  upon 
a  bill  gave  additional  credit,  and,  consequently,  addi¬ 
tional  value.  The  Chamber  generally  had  funds  on 
hand.  It  was  found  an  advantageous  investment  to 
employ  these  funds  in  the  business  of  buying  and  sell¬ 
ing  exchange;  and  in  process  of  time,  the  Chamber 
became  a  regular  dealer  in  that  branch  of  business, 
that  is,  it  adopted,  to  a  certain  extent,  the  business  of 
discount,  or  lending  money  upon  mercantile  paper, 
a  leading  branch  of  the  business  of  a  modern  bank. 
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By  degrees  the  Venetian  merchants  fell  into  the 
habit  of  placing  their  money  with  the  Chamber  for 
safe  keeping,  which  thus  adopted  the  business  of 
deposit,  a  second  branch  of  modern  banking,  which  is 
rendered  subsidiary  to  the  first,  by  increasing  the 
amount  of  the  money  which  a  bank  is  able  to  lend. 

It  was  presently  found  that  a  credit  for  money 
deposited  in  the  Chamber  was  quite  equivalent  to  so 
much  cash  in  hand ;  and  the  custom  was  introduced 
of  effecting  payments  by  the  transfer  of  these  credits 
from  the  account  of  the  payer  to  that  of  the  receiver. 
In  this  way  the  trouble  of  counting  large  sums  of  coin, 
and  of  transporting  it  from  one  part  of  the  city  to 
another,  was  wholly  saved.  So  great  were  the  ad¬ 
vantages  and  convenience  of  this  method  of  doing 
business,  that  what  at  first  had  been  voluntary  on  the 
part  of  the  merchants,  was  afterwards  enforced  by 
law.  Every  merchant  was  obliged  to  open  an  account 
with  the  bank,  and  all  payments  of  bills  of  exchange, 
and  in  wholesale  transactions,  were  required  to  be 
made  there,  and  in  the  manner  just  described.  This 
method  of  effecting  payments,  though  it  was  no  new 
thing,  but  the  mere  adoption  of  a  custom  which,  as  we 
have  seen,  had  been  very  anciently  practised,  was 
plainly  a  rude  approach  towards  the  invention  of  bank 
notes,  the  issue  and  circulation  of  which  constitutes 
the  third  and  last  principal  branch  of  the  business  of 
modern  banks.  .  The  issue  of  circulating  notes,  like 
the  business  of  deposit,  has  been  adopted  on  account 
of  the  increased  power  of  extending  its  loans  thus 
given  to  a  bank.  The  invention  of  bank  notes,  as 
we  shall  see  hereafter,  was  only  a  new  modification 
of  the  idea  which  had  been  first  developed  by  the 
invention  of  bills  of  exchange. 

The  bank  of  Venice  long  remained  without  a  rival. 
But  about  the  beginning  of  the  fifteenth  century, 
similar  institutions  were  established  at  Genoa  and 
Barcelona ,  cities  at  that  time  the  pride  of  Europe, 
and  second  only  to  Venice  in  extent  of  trade.  The 
Table  of  Exchange  at  Barcelona,  and  the  Chamber  of 
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St.  George  at  Genoa,  were  almost  exact  copies  of  the 
bank  of  Venice,  and  soon  obtained  almost  equal  credit 
and  celebrity.  Neither  of  these  banks  is  any  longer 
in  existence.  The  bank  of  Venice  fell  at  the  same 
time  that  the  Republic  lost  its  existence  as  an  independ¬ 
ent  state. 


CHAPTER  II. 

Banks  of  Amsterdam  and  Hamburg. 

It  is  not  paper  currencies  alone  that  are  subject  to 
depreciation.  Currencies  of  coin  are  liable  to  be  af¬ 
fected  in  the  same  way.  It  was  formerly  a  common 
expedient  with  states  and  princes  to  debase  the  coin, 
that  they  might  the  easier  pay  their  debts  in  a  depre¬ 
ciated  currency;  and  fluctuations  as  violent,  in  prices 
and  in  trade,  have  been  thus  produced,  as  were  ever 
caused  by  depreciations  of  paper  money. 

The  English  pound  and  the  French  livre  were 
originally  a  pound  troy  of  silver;  but  the  pound  has 
depreciated  till  its  value  is  less  than  five  dollars,  while 
the  livre  is  hardly  worth  twenty  cents. 

But  there  is  another  cause  for  the  depreciation  of  a 
metallic  currency,  independent  of  the  dishonesty  of 
governments.  Coins  are  worn  and  wasted  by  circula¬ 
tion  ;  they  are  clipped  by  the  avaricious;  and  by 
these  means  their  real  worth  sinks  below  their  nominal 
value. 

At  the  beginning  of  the  seventeenth  century,  the 
Dutch  stood  at  the  head  of  European  commerce;  and 
Amsterdam ,  the  capital  of  Holland,  was  the  central 
point  of  trade.  The  currency  of  Amsterdam  consisted 
not  only  of  its  own  coins,  but  of  the  coins  of  all  the 
neighboring  countries;  and  many  of  the  pieces  were 
so  worn  and  mutilated  as  to  fall  short  several  per  cent 
in  actual  value.  As  this  depreciated  coin  was  com¬ 
monly  received  at  par,  in  all  small  transactions,  it  was 


AND  PAPER  CURRENCIES. 


11 


impossible  to  get  any  new  coin  into  circulation ;  for, 
as  fast  as  it  was  furnished  by  the  mint,  it  was  collect¬ 
ed,  melted  down,  exported  as  bullion,  and  its  place 
supplied  by  a  fresh  importation  of  light  coin.  But 
payment  of  bills  of  exchange  would  only  be  accepted 
in  the  legal  money  of  the  city;  and  great  difficulty 
was  often  experienced  in  procuring  such  coin  as 
would  be  received;  or  if  the  bills  were  made  payable 
in  currency,  their  value,  in  consequence,  was  fluctu¬ 
ating  and  uncertain. 

To  remedy  these  evils,  the  authorities  at  Amsterdam 
resolved  to  have  recourse  to  that  system  of  bank  pay¬ 
ments,  which  had  so  long  been  in  use  at  Venice.  This 
was  the  origin  of  the  Bank  of  Amsterdam,  established 
in  1659.  The  original  subscribers  to  the  bank  paid 
into  its  vaults  certain  sums  in  current  coin,  for  which 
they  received  a  credit  on  the  books  of  the  bank, 
equivalent  to  the  intrinsic  value  of  the  deposit.  These 
credits  were  known  as  bank  money ;  and  it  was  en¬ 
acted  by  the  legal  authorities,  that  all  payments  of 
bills  of  exchange  exceeding  six  hundred  guilders  in 
value,  should  be  made  in  this  bank  money,’ which 
was  equivalent  to,  and  which  represented,  the  stand¬ 
ard  coin  of  the  city. 

Thus  was  created  a  perfectly  uniform  currency  for 
the  transactions  of  commerce;  and  bank  money  rose 
at  once  to  an  agio,  or  premium  above  the  current 
coin.  This  premium  varied  from  time  to  time.  It 
may  be  looked  upon  as  having  been  nearly  equal  to, 
and  generally  as  representing,  the  average  depreciation 
of  the  current  coin  below  its  nominal  value. 

The  Bank  of  Amsterdam,  after  its  first  establish¬ 
ment,  admitted  no  new  subscribers;  but  it  sold  bank 
money  to  all  who  wished  to  purchase,  at  a  premium 
varying  with  the  market  price.  It  also  sold  current 
coin,  when  it  was  needed  for  exportation,  upon  receiv¬ 
ing  an  equivalent  transfer  of  bank  money.  It  received 
coin  and  bullion  upon  deposit  on  the  following  terms. 
When  the  coin  or  bullion  was  deposited,  a  certain  sum 
of  bank  money  was  transferred  to  the  account  of  the 
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depositor,  equivalent  to  the  current  value  of  the  coin, 
or  the  mint  price  of  the  bullion,  with  a  small  deduction 
by  way  of  premium  to  the  bank,  varying  according  to 
circumstances.  At  the  same  time  a  receipt  was  issued 
to  the  depositor,  entitling  him  or  any  bearer  to  with¬ 
draw  the  coin  or  bullion  from  the  bank,  at  any  time 
within  six  months  from  the  date  of  the  receipt,  first 
transferring  to  the  bank  the  same  sum  of  bank  money 
which  had  been  granted  to  the  depositor,  and  paying 
a  commission  for  the  keeping,  of  one  quarter  per  cent 
for  coin  and  silver  bullion,  and  one  half  per  cent  for 
gold  bullion.  If  the  deposit  was  not  demanded  within 
six  months,  it  became  the  property  of  the  bank. 

The  profits  of  the  bank  were  made  by  these  com¬ 
missions,  and  by  the  premium  it  obtained  on  the  sale 
of  coin,  bullion,  and  bank  money.  It  made  no  loans  ; 
and  therein  differed  essentially  from  our  modern  banks. 
It  was  in  fact  merely  a  bank  of  deposit  and  issue.  It 
professed  to  keep  in  its  vaults  a  sum  of  coin  and  bul¬ 
lion,  equivalent  to  the  whole  amount  of  bank  money. 
Such  was  universally  believed  to  be  the  fact;  though, 
according  to  that  foolish  system  of  secrecy  once  thought 
essential  to  trade,  the  actual  state  of  its  affairs  were 
kept  a  profound  secret  from  all  but  the  magistrates  of 
the  city,  who  were  a  sort  of  self-perpetuating  oligarchy, 
and  ex  officio  managers  of  the  bank.  These  managers, 
availing  themselves  of  this  shield  of  secrecy,  in  the 
course  of  fifty  years,  commencing  about  the  middle 
of  the  eighteenth  century,  privately  lent  to  the  Dutch 
East  India  Company,  the  city  of  Amsterdam,  and  the 
states  of  Holland  and  Friezland,  upwards  of  ten  mill¬ 
ions  of  florins.  This  procedure,  which  transpired 
when  Holland  was  conquered  and  occupied  by  the 
French  revolutionary  armies  in  1795,  destroyed  the 
credit  and  caused  the  downfall  of  the  Bank  of  Amster¬ 
dam. 

This  institution,  as  will  be  obvious  from  the  above 
account  of  it,  bore  even  less  resemblance  to  what  we 
understand  by  a  bank,  than  the  bank  of  Venice.  The 
principal  function  of  a  modern  bank  is,  to  lend  money. 
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The  Bank  of  Amsterdam,  while  in  discharge  of  its 
proper  functions,  could  make  no  loans,  and  those  it 
did  make  were  wholly  illegal  and  irregular. 

The  great  accumulation  of  coin  and  bullion  in  the 
vaults  of  the  bank,  equivalent,  or  which  ought  to  have 
been  equivalent,  to  the  whole  amount  of  bank  money 
in  existence,  was  liable  to  serious  objection,  not  only 
as  a  burying  of  treasure,  which  might  have  been  use¬ 
fully  employed,  but  still  more  so  from  its  great  liability, 
and  the  powerful  temptation  it  held  out,  to  peculation 
and  secret  misappropriations,  such  as  in  fact  did  finally 
cause  the  ruin  of  this  bank. 

Banks  on  the  same  principle  with  the  Bank  of  Am¬ 
sterdam  were  soon  afterwards  established  at  Hamburg 
and  some  other  of  the  German  free  cities.  The  other 
banks  of  this  description  are  all  dissolved,  but  the 
Bank  of  Hamburg  still  exists,  and  enjoys  a  high  rep¬ 
utation.  Its  managers  are  chosen,  for  short  periods 
only,  by  the  owners  of  bank  money ;  and  its  affairs 
are  conducted  with  the  greatest  publicity. 


CHAPTER  III. 

Bank  of  England. 

The  Bank  of  England,  first  chartered  in  1694,  is 
the  prototype  and  grand  exemplar  of  all  our  modern 
banks ;  its  history,  therefore,  will  deserve  the  more 
particular  attention. 

The  original  capital  of  this  bank  was  £1,200,000 
sterling.  This  capital  did  not  consist  of  money,  but 
of  government  stock.  The  subscribers  to  the  bank 
had  lent  the  government  the  above  sum  of  £1,200,000 
at  an  interest  of  eight  per  cent,  receiving  besides  an 
annuity  of  £4,000  and  the  privilege  of  acting  as  a  bank¬ 
ing  company  for  the  period  of  twelve  years.  These 
hard  terms  are  a  pretty  clear  proof  how  low  was  the 
credit  of  King  William’s  government  in  the  first  years 
of  its  establishment. 
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The  business  which  this  new  corporation  principally 
intended  to  do  by  virtue  of  its  charter,  was,  the  dis¬ 
count  of  bills  of  exchange.  But  as  its  whole  capital 
was  lent  to  the  government,  how  was  it  to  do  any  busi¬ 
ness  at  all?  This  difficulty  was  met  by  the  invention 
of  bank  notes.  Instead  of  giving  coin  for  the  bills 
which  it  discounted,  the  Bank  gave  its  own  promissory 
notes,  which,  being  made  payable  at  the  Bank  on  de¬ 
mand,  were  received  by  the  merchants,  and  circulated 
among  them  as  money.  The  issue  of  such  notes,  to 
the  amount  of  the  capital  lent  to  the  government,  was 
authorized  by  the  charter,  and  in  this  issue  of  notes 
the  peculiarity  of  this  institution  consisted. 

The  conveniency  of  these  notes  gradually  spread 
their  use  over  the  kingdom  ;  and  as  the  capital  and 
credit  of  the  Bank  increased,  they  continued  to  gain  an 
increasing  circulation.  Previous  to  the  year  1796,  that 
circulation  was  generally  about  equal  in  amount  to 
the  capital  of  the  Bank,  for  the  time  being.  Since 
that  period  it  has  greatly  fluctuated,  but  of  late  years 
has  generally  amounted  to  about  twenty  millions  of 
pounds  sterling.  The  Bank  is  obliged  to  keep  on  hand 
a  large  sum  of  coin  to  meet  the  payment  of  such  of 
its  notes  as  may  be  presented  for  that  purpose;  but 
as  a  large  portion  of  these  notes  are  constantly  circu¬ 
lating  from  hand  to  hand,  and  not  at  all  likely  to  be 
presented  for  payment,  the  sum  of  coin  kept  in  the 
Bank  is  always  much  smaller  than  the  amount  of 
notes  in  circulation.  The  interest  on  the  difference 
between  these  two  sums  is  evidently  so  much  net 
gain  to  the  Bank. 

The  charter  of  the  Bank  of  England  has  been  re¬ 
newed  from  time  to  time,  always  on  condition  of 
some  new  loan  to  the  government.  But  the  credit  of 
the  government  had  so  much  improved  that  the  Bank 
has  of  late  been  obliged  to  purchase  the  renewal  of  its 
charter,  not  by  loans  at  eight  per  cent,  but  at  a  very 
moderate  rate  of  interest ;  and  sometimes  without  any 
interest  at  all,  that  is,  by  gifts  to  the  government.  Its 
capital  was  increased  at  different  times,  by  calls  upon 
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the  stockholders,  or  the  creation  of  new  stock,  till,  in 
the  year  1762,  it  reached  the  amount  of  £11,642,000, 
or  about  fifty-six  millions  of  dollars.  It  remained  at 
this  amount  till  the  year  1S16,  in  which  year,  out  of  the 
reserved  profits  realized  by  the  Bank,  an  addition  of 
twenty-jive  per  cent  was  made  to  the  stock  of  the  sev¬ 
eral  proprietors,  by  which  addition  the  aggregate  cap¬ 
ital  was  raised  to  the  sum  of  £14,552,000,  or  about 
seventy  millions  of  dollars,  at  which  amount  it.  still 
remains. 

The  whole  of  this  capital  is  lent  to  the  government, 
at  an  average  interest  of  about  three  per  cent.  There  is 
beside  an  additional  sum,  variable  in  amount,  but  gen¬ 
erally  about  three  millions  of  pounds,  consisting  of 
reserved  and  undivided  profits,  called  the  ?'est,  which 
ought  to  be  considered  as  a  part  of  the  capital  of  the 
Bank,  and  indeed  is  the  only  part  of  its  capital  ac¬ 
tively  employed  in  the  business  of  banking. 

It  is  upon  the  vast  amount  of  its  circulation  and 
deposits,  generally  from  twenty-five  to  thirty  millions 
sterling,  that  the  power  and  profits  of  this  great  cor¬ 
poration  mainly  depend.  The  ordinary  annual  ex¬ 
penses  of  the  Bank  are  stated  at  about  £500,000,  and 
its  ordinary  net  profits  at  about  £1,200,000.  The 
annual  dividend  is,  at  present,  eight  per  cent. 

The  whole  management  of  the  affairs  of  the  Bank 
of  England  is  in  the  hands  of  the  Court  or  Board  of 
Directors,  twenty-four  in  number,  to  whom  are  added 
a  governor  and  deputy  governor,  chosen  by  the  direc¬ 
tors.  Eight  of  these  directors  go  out  of  office  annu¬ 
ally,  and  eight  new  ones  are  elected  in  their  places. 
This  choice  is  nominally  made  by  the  court  or  meet¬ 
ing  of  the  proprietors  of  bank  stock,  but  in  fact  by 
the  directors  themselves.  Whenever  a  choice  is  to  be 
made,  a  list  of  eight  individuals,  sanctioned  by  the 
directors,  and  known  as  the  House  list ,  is  sent  to  the 
court  of  proprietors,  and  these  eight  candidates,  thus 
pointed  out,  are  always  elected. 

The  Court  of  Proprietors  meets  half  yearly,  but  the 
authority  it  exercises  is  hardly  more  than  nominal, 
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the  whole  actual  power  being  in  the  hands  of  the 
Court  of  Directors,  which  meets  tveekly.  A  select 
committee  of  three,  to  which  the  governor  or  deputy 
governor  is  added,  conducts  the  daily  business  of  the 
Bank,  in  the  intervals  between  the  sittings  of  the 
court.  In  cases  of  emergency,  the  whole  court  is  sum¬ 
moned  to  meet,  by  the  governor.  The  labors  of  the 
select  committee,  above  mentioned,  are  shared  and 
relieved  by  another  committee,  consisting  of  nine  or 
ten  directors,  which,  from  sitting  on  Wednesdays, 
is  called  the  Wednesday  committee ,  and  to  which 
are  referred  all  the  London  bills  offered  for  discount. 

Though  the  Bank  of  England  is  closely  connected 
with  the  government,  and  is  at  present  rather  an  institu¬ 
tion  for  the  management  of  the  public  finances,  than  a 
mere  commercial  establishment,  still  the  ministers 
possess  no  legal  control  over  it,  of  any  kind.  'They 
have  not  even  any  legal  claim  to  any  special  infor¬ 
mation  concerning  the  state  of  its  affairs.  Such  in¬ 
formation  however  is  from  timo  to  time  confidentially 
communicated,  the  ministry  and  the  bank  directors 
finding  it  for  their  mutual  interest  to  maintain  a  good 
understanding. 

Formerly  the  most  profound  secrecy  was  observed 
respecting  all  the  affairs  of  this  Bank.  So  cautious 
were  the  directors  in  this  matter,  that  it  came  to  be  a 
proverb,  that  if  you  asked  a  bank  director  “  what 
o’clock  it  was,”  he  would  reply  by  begging  “  to  be 
excused  from  answering.”  However,  at  the  last  re¬ 
newal  of  its  charter,  in  1833,  it  was  required  to  make 
certain  weekly  returns  to  the  chancellor  of  the  ex¬ 
chequer,  of  the  respective  amounts  of  its  securities, 
bullion,  deposits,  and  notes  in  circulation,  which 
statements  being  consolidated  and  averaged,  are  pub¬ 
lished  monthly  in  the  London  Gazette,  by  which 
means  the  public  is  enabled  to  gain  some  little  insight 
into  the  affairs  of  the  Bank.  It  is  generally  agreed, 
however,  that  the  information  to  be  gleaned  from 
these  returns  is  very  scanty  and  uncertain. 

As  the  whole  of  the  capital  of  the  Bank  of  England 
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is  lent  to  the  government,  its  mercantile  business  is 
carried  on  by  means  of  the  “  rest,”  the  circulation,  and 
the  deposits.  But  even  these  funds  are  principally  em¬ 
ployed  in  the  service  of  the  government,  the  business 
of  the  Bank  consisting  of  the  following  branches,  viz. 

1st.  It  receives,  keeps,  and  pays  out  the  public  reve¬ 
nue. 

2d.  It  has  the  management  of  the  public  debt, 
and  the  payment  of  the  dividends  upon  it,  as  they 
become  due,  for  which  service  it  receives  from  the 
government  an  annual  stipend. 

3d.  It  advances  money  to  the  government  in  antici¬ 
pation  of  the  taxes,  which  advances  are  paid  off  as 
the  revenue  comes  in,  which  advances  are  generally 
secured  by  the  deposit  of  exchequer  bills,  which  are 
treasury  notes,  bearing  interest,  and  payable  at  the 
pleasure  of  the  government. 

4th.  It  circulates  and  discounts  exchequer  bills,  and 
by  the  credit  which  it  thus  gives  to  them,  it  enables 
the  government  to  raise  money  by  the  issue  of  these 
bills,  as  its  exigences  demand. 

5th.  It  makes  advances  to  the  London  bankers  and 
the  country  banks  upon  the  deposit  of  bills  of  ex¬ 
change  and  other  securities. 

6th.  It  discounts  short  bills  of  exchange  with  three 
approved  names  upon  them.  This  branch  of  the  busi¬ 
ness  of  the  Bank  is  quite  limited,  the  total  amount  of 
bills  discounted  not  generally  exceeding  at  any  time  two 
or  three  millions  sterling.  Even  of  this  small  amount 
of  mercantile  loans,  a  large  portion  is  lent  to  the  Lon¬ 
don  private  bankers  upon  the  pledge  of  paper  dis¬ 
counted  by  them,  they  paying  to  the  Bank  a  some¬ 
what  smaller  rate  of  interest  than  they  receive  from 
their  customers  ;  a  circumstance  which  goes  far  to 
explain  the  disposition  of  the  London  bankers  to  sus¬ 
tain  the  monopoly  of  the  Bank  of  England. 

At  times,  with  an  alleged  design  to  regulate  trade 
or  to  relieve  commercial  distress,  the  Bank  has  se¬ 
verely  restricted  its  mercantile  loans,  or  greatly  en¬ 
larged  them.  It  remains  however  a  very  serious 
2* 
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question,  whether  its  interference  in  this  way  has  not 
been  more  an  evil  than  a  good. 

What  the  advocates  of  the  Bank  of  England  prin¬ 
cipally  rely  upon  in  its  defence  is,  the  alleged  fact  of 
its  furnishing  a  safe  and  uniform  paper  currency,  such, 
it  is  asserted,  as  cannot  be  had  in  any  other  way. 
That  however  is  an  open  question;  this  alleged  fact 
being  doubted  and  denied  by  many. 

The  paper  of  the  Bank  of  England  is  alone  receiv¬ 
able  in  all  payments  made  to  the  government,  and  by 
the  last  renewal  of  the  bank  charter,  in  1833,  this 
paper  is  made  a  legal  tender  in  all  payments  whatso¬ 
ever,  except  those  made  by  the  Bank  itself. 

The  Bank  of  England  was  projected  and  first  put 
into  operation  by  William  Patterson,  an  ingenious 
Scotsman.  After  his  secret  was  got  at,  as  often  hap¬ 
pens  in  like  cases,  he  was  excluded  by  a  faction  of 
the  stockholders,  more  wealthy  and  influential  than 
himself,  from  participating  in  its  management.  He 
then  returned  to  Scotland,  and  set  on  foot  the  fa¬ 
mous  but  unfortunate  Darien  Company,  which  was 
brought  to  premature  ruin  through  the  narrow  jeal¬ 
ousies  of  the  English  merchants.  He  died  old,  poor, 
and  neglected,  too  often  the  case  with  inventors  and 
projectors,  who  generally  sow  seed,  of  which  inferior 
men  reap  the  harvest. 


CHAPTER  IV. 

Private  Banks. 

With  the  increase  of  wealth  and  commerce  in  Eu¬ 
rope,  private  bankers  established  themselves  in  all  the 
principal  cities  and  towns.  They  received  money  on 
deposit;  they  managed  the  money  affairs  of  states 
and  individuals;  they  lent  money  to  such  borrowers  as 
could  give  the  necessary  security;  and  they  bought 
and  sold  bills  of  exchange,  bullion,  and  coin.  In 
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England,  two  centuries  ago,  the  business  of  a  banker 
and  that  of  a  goldsmith  were  commonly  united,  and  in 
the  writings  of  those  times  the  bankers  are  commonly 
spoken  of  as  goldsmiths. 

The  English  bankers  were  not  slow  in  perceiving 
the  profits  which  the  Bank  of  England  derived  from 
the  circulation  of  its  notes.  They  imitated  its  exam¬ 
ple.  They  issued  their  own  notes,  payable  on  de¬ 
mand  ;  and  these  notes,  according  to  the  credit  of  the 
issuers,  obtained  a  greater  or  less  circulation  in  the 
neighborhood  of  the  bankers  who  issued  them. 

Notes  were  also  soon  issued  by  several  incorporated 
companies,  which  had  been  established  for  other  pur¬ 
poses,  but  which  sought  to  participate  in  the  profits 
of  this  new  business.  The  Bank  of  England,  howev¬ 
er,  took  early  care  to  clip  the  wings  of  their  competi¬ 
tors.  In  the  year  1708  it  succeeded  in  obtaining  a 
parliamentary  enactment,  as  a  part  of  its  charter,  that 
during  its  continuance  it  should  not  be  lawful  for  any 
other  body  politic  or  corporate,  erected  or  to  be  erec¬ 
ted,  or  for  any  other  persons  united  in  partnership, 
exceeding  the  number  of  six,  to  issue  notes  for  circu¬ 
lation  payable  on  demand.  This  artful  and  insidious 
law,  by  limiting  the  number  and  diminishing  the  credit 
of  the  private  banks,  accomplished,  to  a  considerable 
extent,  its  purpose  of  securing  a  monopoly  of  the  cir¬ 
culation  to  the  Bank  of  England. 

With  the  great  increase,  however,  of  English  trade 
and  manufactures  which  took  place  during  the  latter 
half  of  the  eighteenth  century,  a  corresponding  in¬ 
crease  took  place  in  the  number  of  private  banks, 
which  supplied  a  large  part  of  the  capital  by  which 
this  increased  business  was  carried  on.  The  country 
banks  especially  were  greatly  multiplied,  and  began 
even  to  dispute  the  circulation  with  the  Bank  of  Eng¬ 
land,  and  to  furnish  a  large  share  of  the  country 
currency.  The  London  bankers,  however,  unable  to 
contend  to  any  advantage  against  the  immense  pow¬ 
er  and  exclusive  privileges  of  the  great  Bank  with 
which  they  were  brought  into  immediate  competition, 
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found  it  necessary  or  expedient  to  relinquish  the  issue 
of  their  own  notes,  and  to  confine  themselves  to  the 
use  of  the  Bank-of-England  issues.  The  London 
private  banks  have  long  ceased  to  be  banks  of  circu¬ 
lation.  They  act  as  banks  of  deposit,  and  as  agents 
for  the  country  banks.  Their  capital  is  principally 
employed  in  the  discount  of  mercantile  paper,  a  branch 
of  business,  into  which,  as  has  been  shown,  the  Bank 
of  England  does  not  enter  very  extensively,  and  with 
regard  to  which,  even  so  far  as  it  does  go,  it  acts,  to  a 
considerable  extent,  through  the  agency  of  the  Lon¬ 
don  private  bankers. 

The  English  country  Banks  suffered  a  very  severe 
shock  in  the  year  1793,  about  the  commencement  of 
the  war  of  the  French  Revolution.  The  ten  preced¬ 
ing  years  had  been  years  of  great  commercial  pros¬ 
perity,  and  towards  the  end,  of  extensive  speculation, 
in  which  the  country  banks  had  deeply  participated. 
Their  total  number  at  this  time  was  unknown,  bnt 
near  a  hundred  were  driven  to  the  necessity  of  stop¬ 
ping  payment.  Of  these,  a  considerable  number  af¬ 
terwards  resumed;  a  larger  number  compounded 
with  their  creditors  ;  and  against  twenty-six,  com¬ 
missions  of  bankruptcy  issued.  The  number  of  pri¬ 
vate  bankruptcies  during  the  same  period  was  very 
large. 


CHAPTER  V. 

Scotch  Banks. 

In  1695,  the  year  after  the  incorporation  of  the 
Bank  of  England,  the  Bank  of  Scotland  was  estab¬ 
lished  by  a  charter  from  the  king.  It  secured  by  its 
charter  an  exclusive  privilege,  for  twenty-one  years, 
of  issuing  circulating  notes,  within  the  Scottish  realm. 
Upon  the  expiration  of  that  period  this  privilege  was 
not  renewed,  the  Bank  of  Scotland  at  that  time  being 
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suspected  of  Jacobitioal  predilections,  and  of  course 
being  no  favorite  with  the  government.  In  1727,  ano¬ 
ther  bank,  called  the  Royal  Bank  of  Scotland,  ob¬ 
tained  a  charter  of  incorporation,  as  did  the  British 
Linen  Company  at  a.  subsequent  period.  There  are 
besides,  in  Scotland,  near  thirty  private  banks,  some 
of  which  are  in  the  hands  of  single  individuals,  while 
others  have  from  five  to  upwards  of  a  thousand 
partners,  or,  as  we  should  say,  stockholders.  All  these 
banks  together  have  more  than  a  hundred  and  thirty 
branches,  so  that  one  or  more  bank  offices  are  estab¬ 
lished  in  every  city,  town,  and  considerable  village  of 
the  kingdom. 

In  Scotland,  ever  since  the  expiration  of  the  monop¬ 
oly  of  the  first  chartered  bank  in  1716,  the  trade  of 
banking  has  been  perfectly  free  and  open.  Every 
body  has  been  at  liberty  to  set  up  a  bank,  and  to  gain 
such  an  amount  of  business  as  his  skill,  credit'and 
capital  might  command. 

This  tree  competition  among  the  banks  has  pro¬ 
duced  a  new  sort  of  bank  loans,  which  has  given  ce¬ 
lebrity  to  the  Scotch  system  of  banking.  The  Scotch 
bankers,  instead  of  confining  themselves  to  the  dis¬ 
count  of  mercantile  paper,  open  what  they  call  cash 
accounts;  that  is,  upon  the  credit  of  a  bond  for  repay¬ 
ment,  signed  by  three  responsible  persons,  they  agree 
to  advance  money,  for  a  certain  time,  and  to  a  certain 
amount,  to  the  individual  with  whom  the  account  is 
opened;  but  he  is  not  obliged  to  draw  out  the  money 
except  at  such  times  and  to  such  amounts  as  he  may 
think  proper ;  interest  begins  only  from  the  payment 
of  his  drafts;  and  he  is  at  liberty  to  pay  money  into 
the  bank  according  to  his  own  convenience,  which 
payments  cancel  so  much  of  his  debt  to  the  bank,  and 
stop  the  interest  upon  it. 

This  amounts,  in  fact,  to  allowing  the  customer  in¬ 
terest  upon  his  deposits  with  the  bank;  and  this  great 
advantage  to  the  customer  is  one  of  the  fruits  of  that 
free  competition  in  banking  for  which  Scotland  is  dis¬ 
tinguished,  and  to  which  It  is  doubtless  indebted  for 
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some  considerable  part  of  that  great  extension  of  busi¬ 
ness  and  increase  of  wealth,  for  which  it  has  been  so 
remarkable  within  the  last  fifty  years. 

Although  what  are  called  cash  credits  do  not  prevail 
in  England,  yet  many  of  the  country  bankers  are  in 
the  habit  of  allowing  interest  on  deposits.  In  such 
cases  however  it  is  generally  required  that  the  deposit 
should  remain  in  the  banker’s  hands  a  certain  specified 
time.  The  London  bankers  allow  no  interest  on 
deposits. 


CHAPTER  VI. 

Land  Banks.  Laic's  System  of  Banking. 

Rank  notes  had  been  introduced  into  Great  Rritain, 
and  furnished  a  considerable  portion  of  the  circulating 
medium  of  the  country;  but  the  theory  of  their  ope¬ 
ration  was  not  understood. 

As  these  notes  were  observed  to  take  the  place  of 
coin,  and  to  perform  all  its  offices,  it  was  thence  con¬ 
cluded  that  they  were  essentially  the  same  thing  as 
coin.  Now,  according  to  the  mercantile  theory  of  po¬ 
litical  economy,  at  that  time  universally  prevalent, 
coin  is  the  only  substantial,  actual  wealth  ;  and  as, 
according  to  that  theory,  the  great  object  of  the  trade 
of  a  country  is,  or  ought  to  be,  to  increase  the  quantity 
of  coin  in  the  country, — bank  notes  came  to  be  looked 
upon  as  a  sort  of  gold  mine,  which  could  be  wrought 
without  expense,  and  to  vast  profit.  For,  as  bank 
notes,  provided  their  paymcnt.was  secure,  had  been 
determined  to  be  the  same  thing  as  coin  ;  and  as, 
according  to  the  mercantile  theory,  coin  was  the  same 
thing  as  capital  or  wealth  ;  to  increase  the  capital -of 
a  country,  it  was  only  necessary  to  land  bank  notes 
freely  to  every  one  who  could  give  competent  security. 
This  security,  it  was  argued,  was  the  same  thing  as 
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the  provision  of  a  fund  for  the  payment  of  the  notes; 
and  their  payment  being  thus  secure,  they  were  every 
way  equivalent  to  coin. 

These  reasoners  were  ignorant  of  a  fact  quite  fatal 
to  their  system.  It  is  now  well  understood,  that  the 
currency  of  any  country,  whether  it  he  coin  or  bank 
notes,  cannot  be  increased  beyond  the  mercantile  wants 
of  that  country,  without  producing  a  depreciation  in 
the  parts  which  compose  the  currency.  The  total 
value  of  the  currency  of  a  country — business  being 
supposed  to  remain  the  same — will  always  be  a  fixed 
and  settled  amount;  and  if  the  coins  or  notes  which 
compose  that  currency  be  increased,  and  if  there  is  no 
outlet  by  exportation,  it  follows,  that  the  value  of  all 
the  separate  coins  and  notes  composing  that  currency 
will  diminish  in  a  just  proportion,  so  that  altogether 
they,  may  make  up  exactly  the  same  sum  total  as 
before. 

Ignorant  of  this  fact,  and  flattering  themselves  with 
the  idea  that  they  could  increase  capital  at  pleasure, 
the  British  banks,  and  the  Bank  of  England  among 
the  number,  proceeded  to  act,  to  a  greater  or  less  extent, 
upon  the  principles  above  explained.  But  they  soon 
found,  to  their  great  astonishment  and  alarm,  that 
every  attempt  to  increase  their  circulation  was  fol¬ 
lowed  by  runs  upon  them  for  coin,  which  obliged  them 
to  buy  up  gold  at  extravagant  rates,  and  often  brought 
them  to  the  brink  of  a  stoppage. 

These  runs  are  easily  explained.  The  increased 
issue  of  bank  notes  increasing  the  currency  beyond 
the  mercantile  wants  of  the  country,  and  depressing 
the  value  of  all  its  parts,  the  gold,  the  only  part  that 
is  movable,  instantly  begins  to  flow  out  of  a  country 
where  it  is  no  longer  so  valuable  as  elsewhere.  The 
least  troublesome  means  of  collecting  gold  in  large 
quantities,  is  to  get  together  a  large  amount  of  bank 
notes,  and  present  them  at  the  banks  for  payment. 
Hence  one  cause  of  the  runs  so  alarming  to  bankers. 

To  make  this  explanation  more  clear,  it  may  be  ex¬ 
hibited  in  another  form, thus.  The  increased  issue  of 
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bank  notes,  by  depreciating  the  total  amount  of  the 
currency,  makes  prices  rise.  This  increase  in  prices 
renders  remittances  to  foreign  countries  in  goods  a 
losing  speculation.  Remittances  abroad  are  accord¬ 
ingly  made  in  gold  and  silver,  which,  as  its  highest 
value  is  fixed  by  law,  does  not  share  in  the  general  rise 
of  prices,  but  becomes,  in  comparison  with  other  things, 
the  cheapest  commodity  in  the  country. 

This  explanation  of  the  matter  was  far  beyond  the 
knowledge  of  the  practical  men  of  that  day ;  but  ex¬ 
perience  soon  taught  them  that  there  was  a  certain 
limit,  beyond  which  it  was  useless  to  go ;  and  that  any 
attempt  at  a  further  increase  of  their  circulation  was 
sure  to  involve  them  in  trouble  and  expense.  Of 
course  they  found  it  necessary  to  put  a  limit  to  their 
loans,  and  not  to  go  beyond  a  certain  amount. 

But  this  necessary  prudence,  or,  as  it  was  described, 
this  short-sighted  folly  and  injurious  and  illiberal  cau¬ 
tion  on  the  part  of  the  banks,  was  highly  displeasing 
to  diverse  persons,  especially  landed  proprietors,  who 
wished  to  borrow  upon  a  long  credit,  and  whom  the 
banks  refused  to  accommodate.  In  this  state  of  the 
public  mind,  the  famous  John  Law  came  forward  with 
his  scheme  for  a  Lund  Bunk. 

That  scheme  was  briefly  as  follows.  A  bank  was 
to  be  created  in  which  all  the  landed  proprietors  m 
the  kingdom  were  to  be  allowed  to  become  stockhold¬ 
ers;  and  as  a  security  for  the  payment  of  their  re¬ 
spective  amounts  of  the  stock,  their  landed  property 
was  to  be  conveyed  to  the  bank  by  way  of  mortgage. 
These  stockholders  were  to  be  allowed  to  borrow  the 
notes  of  the  bank,  to  the  amount  of  their  respective 
shares  in  the  stock,  pledging  that  stock  to  the  bank, 
as  a  security  for  the  due  repayment  of  the  loans. 
Thus,  said  Mr.  Law,  we  shall  be  able  to  issue  notes 
to  the  amount  of  the  whole  landed  property  of  the 
kingdom,  and  shall  increase  the  capital  and  wealth 
of  the  country  exactly  by  that  amount. 

This  splendid  scheme  was  first  submitted  to  the 
parliament  of  Scotland,  the  native  country  of  Mr. 
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Law;  but  owing  to  the  caution  habitual  to  Scotsmen, 
or  for  some  other  reason,  it  was  not  approved.  How¬ 
ever,  it  made  many  converts ;  and  according  to  the  no¬ 
tions  then  current,  it  was  impossible  to  detect  its  the¬ 
oretic  fallacy.  Several  private  banks  were  established 
more  or  less  upon  this  principle,  but  they  all  ended  in 
the  disappointment  and  loss,  if  not  the  ruin,  of  their 
projectors. 


CHAPTER  VII. 

.  French  Mississippi  System. 

But  the  grandest  experiment  upon  the  system  of 
Mr.  Law  was  tried  in  France.  During  the  minority 
of  Louis  XV.,  while  France  was  governed  by  the  regent 
duke  of  Orleans,  Mr.  Law  went  to  Paris.  He  estab¬ 
lished  a  bank  there  in  1717,  under  a  patent  from  the 
king.  This  bank,  upon  its  first  establishment,  assumed 
the  modest  title  of  the  Bank  of  Law  and  Company . 
It  issued  banknotes,  the  first  ever  seen  in  France: 
and  as  the  bank  was  careful  to  sustain  its  credit,  and 
to  meet  all  its  engagements  with  promptitude  and 
alacrity,  those  notes  soon  obtained  an  extensive  circu¬ 
lation. 

In  December,  17,18,  an  act  of  council  was  published, 
informing  the  nation,  that  the  king  had  bought  out 
the  Bank  of  Law  and  Company,  and  that  henceforward 
it  would  be  known  as  the  Royal  Batik.  Mr.  Law 
was  appointed  director  general,  and  branches  were 
established  in  the  chief  provincial  towns. 

To  carry  out  Mr.  Law’s  principles,  and  to  create  a 
borrower  which  might  be  able  to  borrow  the  notes  of 
the  bank  to  any  amount,  a  trading  company  had  pre¬ 
viously  been  created,  under  the  title  of  the  Company 
of  the  West.  To  this  company  was  conveyed  the 
entire  province  of  Louisiana,  with  the  vast  tracts 
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claimed  by  France  on  both  banks  of  the  Mississippi ; 
and  hence  the  name  of  Mississippi  System,  by  which 
the  company  was  commonly  known.  But  that  the 
borrowing  might  go  on  to  an  indefinite  amount,  it  was 
necessary  that  the  business  of  the  borrower  should  be 
indefinitely  extended,  so  as  to  monopolize,  in  fact,  the 
whole  trade  of  the  country.  With  this  view,  the  Com¬ 
pany  of  the  West  bought  out  the  charters,  privileges  and 
effects  of  the  Senegal  Company,  the  India  Company, 
and  the  China  Company;  and  assumed  the  title  of  the 
Company  of  the  Tndias.  It  next  acquired  the  privilege 
of  farming  all  the  taxes,  and  the  whole  revenue  of  the 
kingdom;  and  presently  bought  out  the  mint,  and  the 
right  of  coinage,  for  a  sum  of  money  paid  to  the  king. 
Finally  the  Company  advanced  to  the  king  150U  mill¬ 
ions  of  livres  on  an  interest  of  three  per  cent,  to  enable 
the  government  to  pay  off  the  public  debt ;  so  that, 
besides  engrossing  all  the  most  lucrative  business  of 
the  country,  the  Company  now  became  the  sole  pub¬ 
lic  creditor. 

To  raise  the  immense  sums  necessary  for  these  vast 
undertakings,  new  stock  Avas  occasionally  created. 
The  original  shares  in  the  Company  were  500  livres 
each  ;  but  the  new  stock,  which  was  created  from  time 
to  time,  was  rated  at  an  advanced  price.  At  the  last 
creation  of  new  shares,  the  subscription  price  was  ad¬ 
vanced  to  5000  livres:  and  so  much  were  the  expec¬ 
tations  of  the  public  excited,  and  such  Avas  the  compe¬ 
tition  for  the  possession  of  the  stock,  that  these  same 
shares  sold  on  the  public  exchange  for  10,000  livres. 
Such  of  the  old  proprietors  as  sold  out  at  this  advance, 
realized  immense  fortunes. 

As  the  Company  did  all  its  business  through  the 
medium  of  bank  notes,  the  circulation  of  the  bank 
was  very  much  increased  ;  and  Avhat  tended  to  increase 
it  still  more,  was,  that  state  of  preternatural  excite¬ 
ment,  Avhich  had  turned  all  France  into  a  grand  stock 
exchange,  and  which  required  a  large  amount  of  circu¬ 
lating  medium  to  facilitate  this  neAv  branch  of  traffic. 

As  a  natural  consequence  of  the  issue  of  all  this 
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paper,  the  coin  was  rapidly  leaving  the  kingdom. 
This  circumstance  alarmed  the  managers  of  the  bank  ; 
and  as  the  circulation  of  bank  notes  had  now  become 
immense,  the  effects  of  a  run  were  regarded  with  great 
apprehension.  To  prevent  the  likelihood  of  a  run,  or 
to  guard  against  its  consequences,  successive  edicts 
were  issued  in  January,  February,  and  March,  1720, 
making  the  notes  a  legal  tender  in  payment  of  rents, 
customs,  and  taxes ;  restricting  payments  in  specie  to 
small  sums;  and  prohibiting  any  individual  or  com¬ 
pany  to  have  in  possession  at  any  one  time  more  than 
500  livres  in  coin,  under  pain  of  heavy  fine,  and  con¬ 
fiscation  of  the  sums  found  in  their  custody.  These 
edicts  made  coin  scarcer  than  ever.  Those  who  put 
implicit  confidence  in  the  bank,  carried  their  coin 
thither  to  be  exchanged  for  notes;  those  whose  faith 
was  weaker,  concealed  such  specie  as  they  had,  or 
sent  it  out  of  the  kingdom. 

The  Royal  Bank  and  the  Company  of  the  Indias 
were  next  incorporated  together;  but  the  king  re¬ 
mained  guarantor  for  the  bank  notes  as  before. 

The  French  government,  according  to  a  practice 
mentioned  in  a  preceding  chapter,  had  long  been  in 
the  habit  of  changing  the  standard  of  the  coin,  to  suit 
its  own  convenience.  To  guard  against  this  species 
of  swindling,  so  far  as  the  bank  notes  were  concerned, 
it  had  been  expressly  specified  upon  the  face  of  the 
notes,  that  the  livres  therein  spoken  of  were  to  be  of 
the  weight  and  fineness  of  those  current  when  the 
bank  commenced  operations.  To  favor  the  circula¬ 
tion  of  the  notes,  the  government  had  been  constantly 
altering  the  standard  of  the  coin,  during  the  preceding 
four  years;  and  it  now  stood  at  half  the  value  of  what 
it  had  been,  at  the  establishment  of  the  bank. 

It  was  represented  to  the  regent,  by  some  of  his 
advisers,  that  this  discrepancy  between  the  livre  of 
coin  and  the  livre  of  paper  ought  not  to  be  tolerated; 
and  that  it  was  necessary  to  raise  the  standard  of  the 
coin,  or  to  lower  the  value  of  the  paper.  It  was  in 
vain  that  Mr.  Law  protested  against  this  advice,  and 
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appealed  to  the  promise  borne  upon  the  notes.  An 
edict  was  issued  on  the  21st  of  May,  1720,  reducing 
the  value  of  the  notes  in  the  proportion  of  ten  to  eight; 
on  the  first  of  July  another  reduction  was  to  take 
place;  and  another  yet,  at  the  commencement  of 
every  following  month,  till  after  the  first  of  December, 
when  the  value  of  the  notes  was  to  remain  fixed  at 
half  their  former  rate.  A  like  reduction  was  simulta¬ 
neously  to  take  place  in  the  rated  value  of  the  stock 
of  the  company. 

This  edict  was  instantly  fatal  to  the  circulation  of 
the  notes.  Apart  from  the  shock  it  gave  to  their 
credit, — and  as  one  edict  had  taken  away  half  their 
value,  another  might  take  away  the  other  half, — it 
destroyed  their  conveniency  as  a  circulating  medium. 
Their  value  was  to  remain  in  a  state  of  fluctuation 
for  a  period  of  six  months,  during  any  moment  of 
which  it  was  impossible  to  estimate  their  actual 
worth  according  to  any  satisfactory  standard.  An  in¬ 
stant  run  commenced  ;  but  to  avoid  its  effects,  and  to 
escape  parting  with  the  coin  it  had  accumulated,  the 
bank  suspended  specie  payments. 

It  is  easy  to  imagine  the  consequences  of  these  pro¬ 
cedures.  All  business  came  to  a  sudden  stand.  The 
shares  of  the  bank  stock,  and  of  the  Company  of  the 
Indias,  fell  as  rapidly  as  they  had  risen.  Thousands 
who  had  imagined  themselves  rich,  sunk  at  once  into 
poverty  and  distress;  and  as  coin  was  hardly  to  be 
had,  and  nothing  but  coin  would  be  accepted  in  pay¬ 
ment,  it  was  difficult  to  find  the  means  of  purchasing 
the  necessaries  of  life. 

The  notes  of  the  bank  in  circulation  amounted,  it 
is  said,  to  2.235  millions  of  livres.  To  absorb  these 
notes,  and  thus  to  quiet  the  public  discontent,  which 
threatened  to  burst  out  into  open  rebellion,  the  govern¬ 
ment  at  length  offered  to  fund  them  at  an  interest  of 
about  two  per  cent;  and  to  compel  the  holders  to  ac¬ 
cept  these  terms,  an  edict  was  issued  prohibiting  the 
circulation  of  the  notes  after  the  1st  of  November, 
1720.  Thus  ended  Mr.  Law’s  paper  money. 
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The  immediate  blame  of  the  explosion  belongs  to 
the  regent  and  his  advisers.  But  the  whole  fabric  of 
the  bank  and  the  company  was  based  upon  a  false 
foundation.  It  must  necessarily  have  fallen;  and 
though  the  shock  of  so  sudden  a  downfall  was  most 
distressing  and  tremendous,  it  may  well  be  doubted 
whether  it  were  not  the  best  thing  which  the  circum¬ 
stances  of  the  case  permitted.  The  effects  of  a  more 
lingering  decline  would  not  have  been  so  obvious  and 
so  striking,  but  in  all  probability  they  would  have 
been  far  more  fatal  to  the  French  nation. 


CHAPTER  VIII. 

History  o  f  the  Bank  of  England  continued.  Stoppage 
and  Resumption  of  Specie  Payments.  Panic  of 
1825-26. 

The  connection  between  the  Bank  of  England  and 
the  British  government  had  always  been  extremely 
intimate.  The  bank  directors  were  frequently  con¬ 
sulted  upon  all  such  public  measures  as  were  likely 
to  affect  the  trade  and  money  concerns  of  the  king¬ 
dom;  and  their  advice  was  always  listened  to  by  the 
minister  with  the  most  profound  attention. 

But  this  intimate  connection  became  much  closer  in 
consequence  of  Mr.  Pitt’s  anti-jacobin  war  against  the 
French  Republic.  The  war  had  not  lasted  three 
years,  before  that  minister  was  reduced  to  the  hum¬ 
bling  necessity  of  making  an  express  promise  to  the 
Bank,  that  he  would  enter  into  no  political  engage¬ 
ment  likely  to  affect  the  rates  of  foreign  exchange, 
and  through  them,  the  circulation  of  bank  notes, 
without  first  consulting  with  the  directors. 

In  the  year  1796,  the  alarm  of  an  apprehended 
French  invasion  reached  a  great  height.  The  minis¬ 
ters  were  suspected,  and  not  without  reason,  of  foment¬ 
ing  this  alarm,  for  the  sake  of  strengthening  their 
3# 
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popularity,  and  keeping  up  the  national  phrensy 
against  the  French  republicans,  which  was  beginning 
to  flag. 

But  this  alarm  produced  an  effect  which  the  minis¬ 
ters  had  not  foreseen.  The  people  took  up  the  idea 
that,  if  the  invasion  actually  took  place,  the  Bank 
might,  perhaps,  stop  payment;  and  to  be  provided 
against  every  emergency,  they  began  to  present  their 
bank  notes,  and  demanded  the  gold. 

The  directors  had  instant  recourse  to  their  old  and 
tried  expedient  in  cases  of  the  like  nature,  namely,  a 
sudden  reduction  of  discounts.  But  the  alarm  con¬ 
tinued  to  increase;  the  run  went  on;  the  stock  of 
specie  began  to  diminish  with  great  rapidity;  and  the 
directors  sent  word  to  the  minister,  that  there  was 
great  reason  to  apprehend  they  would  be  driven  to  a 
stoppage  of  specie  payments.  A  consultation  was 
held;  and  as  the  fruit  of  this  consultation,  an  order 
of  council  was  issued,  enjoining  the  Bank  to  dis¬ 
continue  the  payment  of  their  notes  till  the  meeting 
of  Parliament ;  that  is,  to  avoid  becoming  bankrupt, 
the  Bank  was  ordered  to  fail ! 

This  order  was  made  known  to  the  public  on  the 
27th  of  February,  1797;  and  at  the  same  time  the 
directors  published  a  notice,  that  the  general  con¬ 
dition  of  the  Bank  was  never  more  affluent,  and  that 
they  intended  to  go  on  discounting  mercantile  paper 
exactly  as  before. 

The  first  announcement  of  this  news  produced  a 
great  sensation.  But  the  directors  were  playing  a 
sure  game.  The  government  was  on  their  side.  The 
merchants  knew  not  how  to  dispense  with  the  ac¬ 
commodations  afforded  by  the  Bank;  and  to  secure 
their  continuance,  it  was  necessary  to  support  the 
Bank  in  the  measure  it  had  seen  fit  to  take.  A  public 
meeting  of  the  merchants  of  1  iondon  passed  resolutions 
to  receive  and  pay  out  the  bank  notes  as  before.  The 
people  at  large  knew  very  little  about  the  matter;  but 
satisfied  with  the  acquiescence  of  the  government  and 
the  merchants,  they  followed  in  the  wake;  and  pre- 
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sently  things  went  on  exactly  as  if  the  Bank  had 
never  failed. 

Parliament  met;  and  the  suspension  was  ordered 
to  continue  to  the  end  of  the  session.  It  was  after¬ 
wards  extended  to  the  commencement  of  the  next 
session.  Then,  it  was  annually  renewed.  The  short 
peace  of  1802-3  expired  without  any  attempt  at  the 
restoration  of  specie  payments;  and,  finally,  the  sus¬ 
pension  was  ordered  to  continue  till  the  conclusion  of 
a  definite  treaty  of  peace. 

The  Bank  of  England,  now  that  it  did  not  pay  its 
notes  in  specie,  was  very  much  the  same  sort  of  thing 
with  Mr.  Law’s  Royal  Bank.  It  had  lost  the  balance- 
wheel  of  payment  of  its  notes  in  specie,  on  demand, 
by  which  alone  the  action  of  a  bank  can  be  safely 
regulated.  But  though  equally  dangerous,  it  was 
managed  with  much  greater  prudence.  At  first,  the 
directors  proceeded  with  very  cautious  steps.  They 
made  no  attempt  to  increase  their  circulation  ;  and  the 
notes  in  consequence  remained  for  some  time  nearly 
at  par.  The  ministers  and  the  practical  men  were 
surprised  and  delighted  with  the  admirable  working 
of  their  non-specie-paying  hank ;  and  the  opinion 
gradually  crept  in,  that  bank  notes  were  the  same 
thing  as  coin;  and  that  it  was  in  the  power  of  the 
Bank  to  manufacture  money  at  pleasure;  a  truly 
comforting  idea  for  people  engaged  in  so  expensive  a 
war.  This  was  precisely  the  opinion  and  the  error 
of  Mr.  Law;  and  thus  was  revived  a  blunder  which 
Adam  Smith  had  most  amply  explained  and  refuted 
years  before.  Mr.  Pitt  boasted  that  he  had  never  read 
the  “  Wealth  of  Nations,”  so  that  his  being  thus  mis¬ 
led  is  not  so  much  to  be  wondered  at;  but  that  so 
many  able  and  well-informed  men  among  the  mer¬ 
chants  and  the  landholders  should  have  fallen  into 
the  same  mistake,  is  a  most  striking  instance  of  the 
facility  with  which  men  suffer  themselves  to  be  de¬ 
ceived,  when  that  deception  is  consonant  to  some 
fancied  interest.  Of  this  facility  of  self-deception  we 
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have  had  many  instances,  equally  strange  and  strik¬ 
ing,  in  this  country,  within  the  last  three  years. 

The  directors  gradually  adopted  the  idea,  that  the 
amount  of  their  issues  ought  only  to  be  limited  by  the 
validity  of  the  bills  offered  for  discount.  And  upon 
this  opinion  they  gradually  proceeded  to  act;  the  cir¬ 
culation  was  slowly  increased,  and  by  the  year  1803, 
the  depreciation  of  the  bank  notes  amounted  to  about 
three  per  cent.  This  depreciation  was  concealed  from 
the  public,  under  the  specious  phrases  of  “an  un¬ 
favorable  exchange,”  “a  high  price  of  bullion,”  &c. 
&c.  It  was  perceived  and  pointed  out  by  a  few  re¬ 
flecting  men  ;  but  they  were  instantly  pounced  upon 
by  the  ministerial  newspapers,  and  denounced  as 
theorists,  jacobins,  traitors  to  their  country,  and  favor¬ 
ers  of  the  French,  and  the  public  was  thus  induced  to 
receive  their  suggestions  with  plain  marks  of  dislike 
and  contempt. 

Encouraged  by  this  show  of  public  favor,  and  by 
the  great  profits  which  the  Bank  was  making,  the 
directors  went  on  with  new  confidence.  They  issued 
their  notes  with  increased  profusion,  so  that  by  the 
year  1810  the  depreciation  amounted  to  twenty-five 
per  cent. 

It  is  a  fact  familiar  to  all  who  have  the  slightest 
acquaintance  with  political  economy,  that  a  rise  in 
prices  is  the  greatest  stimulus  to  trade.  Now,  one  of 
the  effects  of  a  depreciating  currency,  so  long  as  that 
depreciation  is  gradual  and  unperceived,  is  the  pro¬ 
duction  of  a  rise  in  prices,  which,  though  only 
apparent,  has  for  the  moment  all  the  effects  of  a  real 
rise.  Under  this  delusion  the  people  of  England  had 
been  laboring  for  ten  years.  Prices  had  been  con¬ 
stantly  rising;  business  had  been  advancing;  people 
fancied  that  they  were  rapidly  growing  rich  ;  and  the 
practical  men,  who  always  judge  from  first  appear¬ 
ances,  eulogized  the  new  system  of  banking,  as  the 
origin  and  foundation  of  the  national  prosperity. 

But  times  changed.  Bonaparte  excluded  British 
commerce  from  the  continent;  and  the  American  em- 
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bargo,  brought  on  through  the  attempt  of  the  British 
ministry  to  gratify  the  short-sighted  avarice  of  British 
ship-owners  by  securing  a  monopoly  of  navigation, — 
cut  off  a  lucrative  branch  of  trade.  Business  was  im¬ 
peded  ;  failures  began  ;  and  it  soon  became  evident 
that  much  of  the  supposed  acquisitions  of  the  last 
ten  years  were  altogether  illusory,  consisting  only  in 
figures.  When  the  property  was  sought  for,  it  was 
not  to  be  found. 

In  this  state  of  things,  men  began  to  change  their 
minds;  and  a  committee  of  the  House  of  Commons 
was  moved  for,  and  appointed,  to  inquire  into  “the 
cause  of  the  high  price  of  bullion.” 

The  minister  and  the  bank  directors  used  their 
utmost  efforts  to  procure  a  favorable  report  from  this 
committee,  known  in  history  as  the  Bullion  Committee. 
They  strenuously  insisted  that  the  bank  notes  had  not 
depreciated  a  jot.  But  the  evidence  to  the  contrary 
was  overwhelming.  The  honesty  and  the  courage  of 
a  majority  of  the  committee  proved  too  strong  for  the 
arts  and  arguments  of  the  minister  and  the  directors; 
and,  at  length,  a  long  and  argumentative  report  was 
brought  into  the  House,  in  which  it  was  proved,  that 
the  notes  had  depreciated ,  and  were  liable  to  a  con¬ 
tinued  depreciation.  The  report  concluded  by  recom¬ 
mending,  as  the  only  effectual  cure,  the  resumption  of 
specie  payments  at  the  end  of  two  years. 

The  publication  of  this  report  provoked  a  furious 
discussion.  It  was  instantly  assailed  by  the  partisans 
of  the  ministry  and  the  Bank,  in  newspapers,  pamph¬ 
lets,  and  octavo  volumes.  Two  parties  were  instantly 
formed  in  Parliament  and  the  country, — the  Bullionists 
in  favor  of  the  report,  and  the  An V\- Bullionists  against 
it.  Some  of  the  facts  stated  in  the  report  were  not 
well  established,  and  some  of  the  reasoning  was  very 
questionable.  This  gave  the  assailants  an  advantage 
which  they  did  not  fail  to  improve.  After  a  warm 
debate  in  the  House  of  Commons,  the  report  was  re¬ 
jected,  and  certain  resolutions  were  adopted  instead 
of  it,  which  declared  that  the  bank  notes  had  not 
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depredated ,  but  that  the  enhanced  value  of  gold 
originated  in  other  causes.  Out  of  the  House,  the 
Anti-Bullionists  also  carried  the  day,  and  claimed  a 
decisive  victory.  But  so  great  is  the  force  of  truth, 
that  if  once  it  can  be  fairly  presented  to  the  public 
mind,  it  is  almost  certain  to  prevail;  and,  notwith¬ 
standing  every  effort  to  prevent  it,  the  British  public 
gradually  settled  down  upon  the  opinion,  that  the 
bank  notes  had  depreciated ;  that  the  new  system  of 
banking  was  a  bubble;  and  that  a  return  to  specie 
payments  was  absolutely  necessary. 

These  opinions,  however,  were  adopted  only  by  de¬ 
grees,  and  when  Lord,  King,  and  others  began  to  talk 
about  refusing  to  receive  bank  notes  in  payment  of 
rents  contracted  to  be  paid  before  the  depreciation 
began,  an  act  of  Parliament  was  passed  making  it  a 
penal  offence  to  receive  the  notes  of  the  Bank  at  a  less 
rate  than  their  nominal  amount.  Some  other  penal 
laws  were  also  enacted  during  the  suspension,  to 
maintain  the  credit  of  the  bank  notes,  and  to  prevent 
the  exportation  of  coin. 

The  motives  by  which  the  ministers,  the  hank 
directors  and  the  merchants  were  severally  induced 
to  sanction  the  suspension  of  specie  payments,  and  to 
maintain  so  zealously,  in  spite  of  plain  facts  to  the 
contrary,  and  in  the  face  of  the  best  established  prin¬ 
ciples  of  political  economy,  that  the  bank  notes  had 
not  depreciated,  and  would  not  depreciate  so  long  as 
the  Bank  confined  itself  to  the  discount  of  business 
paper  of  undoubted  solvency, — are  sufficiently  ob¬ 
vious. 

At  the  time  the  suspension  began,  Mr.  Pitt  was 
greatly  dependent  upon  the  Bank  for  aid  in  raising 
the  immense  loans  necessary  to  carry  on  the  war,  and 
any  check  to  the  credit  of  that  institution  would  have 
ruined  the  finances,  and  perhaps  have  overturned  the 
government.  Hence  the  readiness  with  which  the 
ministers  and  their  parliamentary  majority  gave  a 
sanction  to  that  suspension  of  payments  which  it  was 
then  supposed  would  continue  only  for  a  short  time. 
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The  directors,  alarmed  at  the  great  drain  of  their 
specie,  which  was  reduced  to  about  one  million  of 
guineas,  and  apprehensive  of  a  downright  bankruptcy, 
eagerly  entered  into  any  arrangement  which  gave 
some  appearance  of  a  legal  character  to  their  refusal 
to  pay  their  notes.  It  has  been  much  doubted  wheth¬ 
er  the  Bank  might  not  have  been  carried  through  the 
crisis  without  a  suspension  ;  but  that  was  a  risk  which 
the  directors  and  the  government  did  not  choose  to 
take. 

The  merchants,  and  the  public  generally,  consented 
to  the  suspension  as  an  act  of  necessity ;  for  they 
■were  well  aware  that  the  sudden  destruction  of  the 
credit  and  currency  of  the  bank  notes,  forming  so 
large  a  part  of  the  circulation,  would  throw  every  thing 
into  the  greatest  confusion.  The  Bank,  by  means  of 
the  statement  of  its  affairs  which  it  submitted  to  the 
public,  made  its  ultimate  solvency  very  clear,  and 
proved  to  general  satisfaction  that  the  sudden  drain  of 
its  coin  had  originated  in  a  mere  political  alarm. 

Under  these  circumstances,  the  suspension  of  the 
Bank  was  generally  regarded  as  an  act  of  prudence ; 
and  had  specie  payments  been  resumed,  as  was 
first  intended,  so  soon  as  the  necessity  which  had 
caused  the  suspension,  had  passed  by,  a  comparatively 
small  degree  of  injury  would  have  resulted  from  it. 
But  the  continuance  of  that  suspension  for  upwards 
of  twenty  years  was  a  most  egregious  blunder,  the 
fruitful  source  of  many  and  great  evils. 

Mr.  Pitt  and  his  successors  were  inclined  to  sanc¬ 
tion  this  suspension,  because  they  found  that  it  afforded 
them  great  facilities  in  raising  money  to  carry  on  the 
war. 

The  bank  directors,  and  the  proprietors  of  stock, 
were  easily  reconciled  to  the  continued  suspension  by 
the  enormous  profits,  realized  under  the  new  system. 
The  annual  dividend  was  raised  from  seven  to  ten  per 
cent,  and  other  large  sums,  the  accumulated  profits 
of  the  Bank,  were  from  time  to  time  divided  among 
the  stockholders. 
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The  merchants  were  induced  to  favor  the  contin¬ 
uance  of  the  suspension  from  the  great  accommoda¬ 
tion  they  found  in  the  new  maxim  adopted  by  the 
Bank,  of  discounting  all  sound  business  paper  which 
was  offered.  Prior  to  the  suspension  the  amount  of 
“private  securities,”  that  is,  of  business  paper,  held 
at  any  one  time  by  the  Bank,  had  seldom  exceeded 
five  millions  of  pounds  sterling,  and  generally  fell 
much  short  of  that  amount.  Since  the  resumption, 
the  amount  of  “private  securities”  held  by  the  Bank 
has  settled  considerably  below  the  level  above  indi¬ 
cated.  But  while  the  suspension  continued,  the  Bank 
went  very  largely  into  the  discount  of  mercantile  pa¬ 
per, — it  being  in  this  way  that  the  increased  amount 
of  its  circulation  was  employed.  In  the  year  1811),  it 
held,  at  one  time,  not  less  than  twenty-two  millions  of 
pounds  sterling  in  private  securities. 

Such  were  the  interests  which  combined  to  sustain 
the  dangerous  measure  of  the  Bank  suspension.  The 
evils  of  that  measure  at  length  grew  so  obvious,  that 
all  began  to  look  anxiously  to  the  return  of  peace  as 
an  event  upon  which  the  restoration  of  specie  pay¬ 
ments  depended. 

At  last,  in  1815,  came  the  peace  so  long  wished  for. 
But  it  was  attended,  as  the  commencement  of  the 
war,  in  1793,  had  been,  by  such  a  sudden  revolution 
in  the  commercial  relations  of  the  country,  as  pro¬ 
duced  a  severe  mercantile  crisis,  and  very  numerous 
failures.  In  this  condition  of  things,  the  nation,  the 
ministry,  and  the  merchants  had  not  the  courage  to 
resolve  upon  an  instant  resumption  of  specie  pay¬ 
ments.  Few  people  are  bold  enough  to  meet  an  evil 
in  the  face.  How  many  suffer  with  the  tooth-ache 
till  the  nerve  decays,  rather  than  encounter  the  mo¬ 
mentary  aggravation  of  tooth-drawing  ?  This  timidity 
is  not  confined  to  women  and  children.  It  prevails  to 
a  great  extent  in  England,  where  the  doctrines  of 
gradualism  have  been  exalted  into  a  mystery  of  po¬ 
litical  science ;  and  where  the  advocate  of  reform  is 
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so  often  met  with  the  sage  observation,  that  “  time 
is  the  safest  innovator.” 

This  doctrine  prevailed  in  the  case  of  the  Bank. 
It  was  resolved  that  the  issue  of  bank  notes  should 
be  gradually  curtailed  till  they  rose  to  par ;  and  then 
the  Bank  was  to  resume  specie  payments,  which 
would  take  place,  it  was  said,  without  the  slightest 
shock,  and,  in  fact,  would  be  imperceptible  to  the  na¬ 
tion.  This  process  went  on  so  slowly,  that  it  was  not 
till  1823,  that,  in  consequence  of  Peel’s  bill  to  that 
effect,  the  Bank  at  last  began  to  fulfil  its  engagements 
by  resuming  in  full  the  specie  payment  of  its  notes. 

Now,  what  was  the  natural,  certain,  and  inevitable 
consequence  of  this  mode  of  procedure?  It  has  been 
mentioned  already,  that  the  effect  of  a  depreciating 
currency  is  a  constant  rise  in  prices,  and  a  temporary 
stimulus  to  trade.  The  effect  of  a  gradually  appreci¬ 
ating  currency  is  exactly  the  opposite.  It  produces  a 
fall  in  prices ;  and  this  constant  fall  in  prices  has  a 
most  depressing  and  discouraging  effect  upon  all  kinds 
of  industry.  But  it  was  the  necessary  effect  of  that 
system  of  gradual  appreciation  which  the  British  Par¬ 
liament  had  seen  fit  to  adopt;  and  it  continued  con¬ 
stantly  to  operate  till  the  bank  notes  rose  to  par. 

When  to  this  steady  and  regular  source  of  embar¬ 
rassment  we  add  the  loss  of  that  monopoly  of  manu¬ 
factures,  trade,  and  navigation  which  the  war  had  se¬ 
cured  to  the  British  nation ;  together  with  the  loss  of 
their  best  customer,  by  the  stoppage  of  the  war-de¬ 
mand  on  the  part  of  their  own  government;  and  when 
we  recollect  how  slowly  practical  men  apprehend  the 
consequences  of  such  a  change,  and  how  reluctantly 
they  adapt  themselves  to  a  new  state  of  things, — it 
will  not  be  difficult  to  account  for  the  great  depression 
under  which  the  industry  of  Great  Britain  labored,  for 
several  years  subsequent  to  the  peace.  Those  who 
had  refused  to  risk  their  existence  in  the  cause  of  hon¬ 
esty  and  honor,  by  submitting  to  an  immediate  re¬ 
sumption  of  specie  payments,  perished  by  thousands, 
under  the  lingering  torments  of  a  gradual  pressure. 
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It  so  happened  that  presently  after  the  actual  re¬ 
sumption  of  specie  payments,  the  independence  of  the 
Spanish  American  Republics  was  acknowledged  by 
the  British  government.  This  acknowledgment  was 
followed  by  an  increased  intercourse  with  those  states ; 
loans  were  opened  in  London  on  their  behalf,  the 
amount  of  which  was  remitted  in  manufactured 
goods;  companies  were  established,  with  large  capi¬ 
tals,  to  work  the  American  mines;  and  the  most  mag¬ 
nificent  reports  were  manufactured  and  circulated, 
touching  the  certain  profits  of  these  new  undertakings. 
In  the  depressed  state  of  every  kind  of  business  for 
several  preceding  years,  it  had  been  a  very  difficult 
matter  to  invest  capital  with  any  tolerable  certainty 
of  a  profitable  return,  or  even  of  preserving  it  from  dim¬ 
inution.  These  new  investments  were  eagerly  caught 
at ;  and  as  speculation  is  always  apt  to  spread  from 
one  thing  to  another,  joint-stock  companies  were  got 
up  for  a  great  variety  of  purposes ;  and  business  re¬ 
sumed  an  air  of  great  activity. 

But  this  activity  had  no  solid  foundation.  It  was, 
in  a  great  measure,  forced  and  unnatural.  Most  of 
the  new  investments  of  capital  turned  out  to  be  totally 
unproductive.  A  panic  took  place  in  the  stock-mar¬ 
ket,  and  presently  extended  to  every  other.  Prices 
fell  at  once ;  business  came  to  a  stand  ;  a  run  began 
upon  the  country  banks;  some  scores  of  them  stopped 
payment ;  merchants,  farmers,  and  manufacturers 
followed  in  their  wake;  and  the  distress  and  alarm 
was  universal.  It  is  to  be  observed,  that  of  those 
who  now  failed,  great  numbers  had  been  doing  a  ru¬ 
inous  business  for  ten  years  past.  Prices,  during  the 
greater  part  of  that  time,  had  been  fluctuating  and 
falling,  and  many  of  the  merchants,  manufacturers 
and  bankers  had  been  steadily  losing,  till,  at  length, 
their  capitals  were  exhausted.  They  had  been  insol¬ 
vent  for  some  time;  and  the  panic  of  1825-6  was  not 
the  cause,  it  was  only  the  occasion,  of  their  failure. 

If  two  things  happen  at  the  same  time,  however 
little  connection  there  may  be  between  them,  they  are 
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generally  supposed  to  be  related  as  cause  and  effect. 
The  resumption  of  specie  payments  had  nothing  to 
do  with  the  panic  of  1825,  except,  indeed,  that  the 
delay  with  which  that  resumption  had  been  attended, 
had  been  constantly  producing,  as  has  been  already 
shown,  a  most  disastrous  influence  upon  the  industry 
of  the  country.  These  two  events  were  now  con¬ 
nected  together,  by  the  ignorance  and  passion  of  ma¬ 
ny  of  the  sufferers ;  and  Mr.  Peel  and  the  resumption 
of  specie  payments  were  denounced  as  the  causes  of 
all  the  distress. 

But  the  shock  of  1S25  soon  passed  by.  The  na¬ 
tion  was  at  last  delivered  from  a  currency,  which,  by 
the  natural  and  necessary  effect  of  a  gradual  appreci¬ 
ation,  had  produced  a  constant  fall  of  prices,  and  a 
consequent  discouragement  to  industry.  The  agri¬ 
culture,  the  manufactures,  and  commerce  of  Great 
Britain  were  at  length  forced  into  an  adaptation  to 
the  new  condition  of  things  which  a  general  peace 
had  caused ;  and  that  general  peace,  which  had  been 
regarded  by  many  as  destructive  to  trade  and  ruinous 
to  mankind,  began  to  produce  its  natural  and  blessed 
effects.  Within  the  last  ten  years,  British  industry 
has  re-established  itself  upon  a  basis  of  sound,  solid 
and  substantial  prosperity,  such  as  had  hitherto  been 
unknown  to  the  nation  since  the  commencement  of 
Pitt’s  anti-jacobin  war. 


CHAPTER  IX. 

Continuation  of  the  History  of  English  Private 
Banks.  Joint-Stock  Banks.  Branches  of  the 
Bank  of  England. 

During  all  this  long  period,  the  English  country 
banks  were  constantly  multiplying.  The  average 
number  of  English  private  banks,  from  1808  to  1818, 
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was  six  hundred  and  ninety -one ;  and  from  1824  to 
1827,  seven  hundred  and  sixty-five.  While  specie 
payments  were  suspended,  these  banks  were  obliged 
to  redeem  their  paper  in  Bank-of-England  notes ; 
but  still  they  came  in  for  their  share  of  the  increased 
profits  derived  from  the  increased  quantity  of  notes 
in  circulation ;  and,  as  it  was  necessary  for  the  Bank 
and  the  ministry  to  keep  them  well  disposed  towards 
the  new  arrangement,  they  were  treated  with  unusual 
liberality. 

From  about  the  year  1810  down  almost  to  1830, 
the  trade  of  Great  Britain  continued,  the  greater  part 
of  the  time,  in  a  very  fluctuating  and  uncertain  state. 
A  few  short  periods  of  activity  and  apparent  prosper¬ 
ity  were  intermingled  with  long  seasons  of  gloom  and 
depression.  Many  causes  combined  to  produce  this 
state  of  things.  From  1808  down  to  the  general 
peace,  trade  was  constantly  and  severely  harassed  by 
political  changes.  From  causes  of  this  sort  the  trade 
with  the  continent  and  with  America  underwent  very 
frequent  and  violent  fluctuations,  while  the  vast  con¬ 
sumption  of  capital,  growing  out  of  the  expenditures 
of  the  war,  could  not  but  be  severely  felt.  Some  of 
the  causes  which  operated  to  embarrass  trade,  after 
the  conclusion  of  the  war,  have  been  already  briefly 
pointed  out,  and  to  these  maybe  added  the  great  con¬ 
traction  which  took  place  about  that  time  in  the  mer¬ 
cantile  loans  of  the  Bank  of  England. 

During  the  period  from  1810  to  1830,  the  English 
country  banks  underwent  two  shocks  peculiarly  vio¬ 
lent.  In  the  years  1814,  ’15,  and  ’16,  the  number  of 
commissions  of  bankruptcy  issued  against  private 
banks  was  ninety-two ;  and  in  the  short  interval  be¬ 
tween  October,  1825,  and  February,  1826,  no  less  than 
fifty-nine  country  banks  became  bankrupt,  besides  a 
great  many  others  which  stopped  payment  and  com¬ 
pounded  with  their  creditors.  Towards  the  end  of 
1825  the  demand  upon  the  Bank  of  England  for  gold 
to  supply  the  place  of  the  discredited  country  paper 
was  so  great,  that,  although  the  credit  of  the  Bank 
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was  at  that  time  wholly  undoubted,  it  was  nevertheless 
reduced  almost  to  the  brink  of  a  stoppage.  At  this  time 
the  Bank  of  England  had  ceased  to  issue  notes  under 
five  pounds.  The  country  hankers,  however,  still  con¬ 
tinued  the  issue  of  one-pound  notes,  and  it  was  to  sup¬ 
ply  the  place  of  these  discredited  small  notes  that  the 
run  for  gold  was  kept  up.  The  coin  in  the  Bank 
was  reduced  as  low  as  it  had  been  at  the  time  of  the 
suspension  of  1797,  and  another  suspension  was  seri¬ 
ously  discussed  by  the  bank  directors.  The  govern¬ 
ment,  however,  refused  to  accede  to  it.  The  discov¬ 
ery  of  a  chest  of  old  one-pound  notes,  which  remained 
undestroyed,  proved  a  great  relief  to  the  Bank.  They 
were  re-issued,  and  were  received  as  readily  as  gold, 
so  that  presently  the  run  abated. 

The  mercantile  crisis  of  1825-6,  occurring  as  it  did 
at  a  time  of  general  peace,  and  when  there  was 
nothing  else  to  absorb  the  public  attention,  excited  a 
great  deal  of  inquiry  and  speculation.  It  was  gene¬ 
rally  ascribed  to  an  expansion  followed  by  a  contrac¬ 
tion  of  the  currency,  and  a  warm  controversy  arose 
whether  the  Bank  of  England  or  the  country  banks 
had  principally  caused  that  contraction  and  expan¬ 
sion. 

It  would  seem  however,  in  point  of  fact,  that  the 
wild  speculations  which  were  the  immediate  forerun¬ 
ners  of  that  explosion,  originated  in  circumstances  en¬ 
tirely  independent  of  any  action  of  any  kind,  on  the 
part  of  the  banks.  It  was  however  sufficiently  clear, 
that  the  extreme  weakness  of  the  English  country 
banks,  which  rendered  them  incapable  of  meeting  and 
withstanding  any  violent  shock,  had  very  powerfully 
tended  to  aggravate  the  general  distress.  In  Scot¬ 
land,  speculation  on  the  part  of  the  merchants,  and 
expansion  on  the  part  of  the  banks,  had  been  carried 
as  far  as  in  England,  but  the  solid  capitals  of  the 
Scotch  banks  enabled  them  to  meet  every  demand, 
and  the  public  distress  never  reached  any  thing  the 
same  height  as  in  the  sister  kingdom. 

The  weakness  of  the  English  country  banks  ori- 
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ginated  in  that  provision  of  the  charter  of  the  Bank 
of  England,  which  prohibited  any  banking  partner¬ 
ship  from  having  more  than  six  partners, — a  provis¬ 
ion  by  which  the  capital  of  the  country  banks  was 
necessarily  limited  to  a  sum  comparatively  small. 
This  was  so  plainly  the  case,  that  the  ministers  were 
now  induced  to  bring  forward  a  project  for  doing 
away,  in  some  measure,  with  this  restriction.  This 
proposal  was  by  no  means  agreeable  to  the  bank 
directors,  but  the  ministers  presently  found  the 
means  to  induce  them  to  assent  to  it.  Accordingly, 
in  182G,  an  act  of  Parliament  was  passed,  authorizing 
the  establishment  of  Joint-Stock  Banks,  in  all  places 
at  a  greater  distance  than  sixty-five  miles  from  Lon¬ 
don. 

The  Joint-Stock  Banks  formed  under  this  act, 
bear  a  close  resemblance  to  our  American  incorpo¬ 
rated  banks,  except  in  one  particular.  The  respon¬ 
sibility  of  a  stockholder  in  our  incorporated  banks  is 
limited  to  the  amount  of  his  stock;  whereas,  in  the 
English  Joint-Stock  Banks,  every  shareholder  is  lia¬ 
ble  for  all  the  debts  of  the  company.  The  one  is  a 
limited,  the  other  an  unlimited  partnership.  This 
unlimited  responsibility  is  intended  to  increase  the 
security  of  these  establishments,  but  its  practical  ope- 
tion  is  precisely  the  other  way.  Persons  of  wealth 
are  unwilling  to  risk  their  whole  property,  by  becom¬ 
ing  shareholders  to  a  small  amount  in  a  Joint-Stock 
Bank,  and  the  management  of  these  institutions  falls 
too  much,  on  that  account,  into  the  hands  of  mere 
speculators. 

At  first  there  was  very  little  haste  to  take  advan¬ 
tage  of  the  new  liberty  for  the  establishment  of  Joint- 
Stock  Banks.  But  within  a  few  years  past,  these 
banks  have  increased  rapidly,  and  they  threaten,  in 
the  end,  not  only  to  drive  the  private  banks  from  the 
field,  but  even  to  overturn  the  monopoly  of  the  Bank 
of  England.  The  restriction  however  by  which  they 
are  prevented  from  issuing  notes  in  London  and  the 
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vicinity,  is  at  present  a  great  barrier  to  the  extension 
of  their  influence  and  business. 

In  the  same  act  which  authorized  the  establishment 
of  joint-stock  banks,  a  provision  was  inserted,  giving 
authority  to  the  Bank  of  England  to  establish  branches 
in  the  country  towns.  Branches  have  accordingly 
been  established  at  Gloucester,  Manchester,  Swansea, 
Birmingham,  Liverpool,  Bristol,  Leeds,  Exeter,  New¬ 
castle,  Hull,  and  Norwich,  towns  selected  as  pre¬ 
senting  the  most  convenient  centres  of  circulation, 
with  reference  to  the  agricultural  and  manufacturing 
interests.  These  branches  do  the  same  business  as 
the  private  and  joint-stock  banks  in  their  neighbor¬ 
hood.  They  have  not  proved  very  profitable,  and  the 
chief  inducement  for  sustaining  them  is,  the  facili¬ 
ties  they  afford  for  extending  the  circulation  of  the 
Bank-of-En gland  notes,  and  substituting  them  in  the 
place  of  the  paper  of  the  country  banks, — an  object 
which  they  have  accomplished  to  a  certain  extent. 


CHAPTER  X. 

Recharter  of  the  Bank  of  England.  Principles  upon 
which  it  is  now  conducted. 

As  the  charter  of  the  Bank  of  England  was  to  ex¬ 
pire  in  August,  1834,  for  several  years  previous,  great 
interest  was  felt  on  the  subject  of  its  renewal,  and 
hopes  were  entertained  of  stripping  the  Bank  of  all, 
or  the  greater  part,  of  its  exclusive  privileges. 

The  subject  came  before  Parliament  in  1832,  and 
the  House  of  Commons  appointed  a  secret  commit¬ 
tee  to  inquire  into  the  expediency  of  renewing  the 
bank  charter,  and  to  report  also  upon  the  system 
upon  which  the  banks  of  issue  in  England  and 
Wales  were  conducted.  A  large  number  of  wit¬ 
nesses,  merchants,  bankers,  brokers,  and  directors  of 
the  Bank  of  England  were  examined  before  this  com- 
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mittee,  and  a  great  mass  of  testimony,  of  a  somewhat 
discordant  character,  was  taken  and  afterwards  pub¬ 
lished.  The  secret  committee  reported  this  evidence 
without  stating  themselves  any  conclusion  they  had 
drawn  from  it,  or  making  any  distinct  recommenda¬ 
tions  of  any  kind.  The  next  year,  however,  the  minis¬ 
ters  brought  in  a  bill,  which  passed  into  a  law,  extend¬ 
ing  the  charter  of  the  Bank  of  England  for  twenty-one 
years,  from  August,  1834,  subject  to  the  condition  of 
expiring  at  the  end  of  eleven  years,  if  the  ministry,  at 
that  time,  should  so  resolve,  the  Bank  to  receive  one 
year’s  notice  of  such  resolution. 

All  the  existing  privileges  of  the  Bank  were  contin¬ 
ued  by  this  new  charter,  the  former  act,  concerning 
joint-stock  banks,  with  some  slight  alterations,  being 
incorporated  into  the  bank  charter,  and  made  a  part 
of  it. 

Prior  to  the  stoppage  of  specie  payments  in  1797, 
the  directors  of  the  Bank  of  England  seem  to  have 
had  no  particular  theory  or  rule  for  regulating  the 
amount  of  their  issues,  except  that  of  contracting  their 
circulation  whenever  there  was  a  demand  upon  the 
Bank  for  gold. 

After  the  stoppage  of  specie  payments,  the  direc¬ 
tors,  as  we  have  seen,  adopted,  acted  upon,  and  zeal¬ 
ously  defended  the  highly  erroneous  principle  of 
regulating  the  amount  of  their  issues  by  the  amount 
of  sound  business  paper  offered  for  discount;  a  princi¬ 
ple  which  grew  out  of  the  suspension,  and  upon  which 
nothing  but  the  suspension  enabled  them  to  act. 

Subsequently  to  the  resumption  of  specie  payments, 
the  Bank  has  professed  to  regulate  its  issues  by  the 
state  of  the  foreign  exchanges ;  it  being  held  that  when 
the  exchanges  are  favorable,  the  circulation  admits 
of  increase;  that  when  they  are  at  par,  the  cir¬ 
culation  is  full;  and  that  when  the  exchanges  are 
unfavorable,  the  circulation  needs  contracting.  In 
ordinary  cases,  however,  of  a  demand  upon  the  Bank 
for  gold,  by  reason  of  an  unfavorable  state  of  the  ex¬ 
changes,  the  directors  are  generally  content  to  let  the 
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demand  go  on  till  it  is  satisfied,  without  resorting  to 
any  special  means  to  stop  it.  In  extraordinary  cases, 
or  what  the  Bank  chooses  to  consider  such,  it  has 
recourse  to  divers  operations  for  diminishing  the  cir¬ 
culation,  such  as  selling  exchequer  bills,  contracting 
its  discounts,  &c. ;  and  sometimes  it  adopts  these 
measures  in  anticipation  of  an  unfavorable  state  of  the 
exchanges,  which  has  not  yet  actually  occurred. 

This  rule  for  regulating  the  amount  of  the  circula¬ 
tion  has  been  much  criticised ;  for  though  it  is  agreed 
that  a  redundant  currency  will  produce  an  unfavora¬ 
ble  state  of  the  foreign  exchanges,  yet  it  is  maintained 
that  there  are  a  great  many  other  causes  affecting  the 
state  of  the  foreign  exchanges,  wholly  independent 
of  the  currency ;  so  that  the  exchanges  alone  cannot 
furnish  any  sufficient  or  certain  guide  for  regulating 
the  amount  of  the  circulation.  This  subject,  how¬ 
ever,  will  be  more  fully  considered  in  a  subsequent 
chapter. 

The  Bank,  as  a  general  rule,  keeps  on  hand,  in 
bullion  or  gold  coin,  an  amount  equal  to  one  third  of 
its  total  liabilities  to  the  public,  including  its  circula¬ 
tion  and  deposits.  This  is,  perhaps,  more  than  would 
be  necessary,  if  the  Bank  had  only  its  own  notes  to 
provide  for.  But  as  it  is  the  great  depository  of  coin 
and  bullion  for  the  whole  kingdom,  to  which  the 
country  banks  resort  for  gold  in  all  cases  of  demand 
upon  them,  the  Bank  is  obliged  to  be  furnished  with 
the  means  also  of  meeting  those  calls. 

Another  principle  of  the  management  of  the  Bank, 
is,  to  keep  the  total  amount  of  its  securities  as  nearly 
uniform  as  possible.  This  rule  is  supposed  to  leave 
the  circulation  free,  to  regulate  itself  according  to  the 
necessities  of  trade.  It  ought  however  to  be  remarked, 
that  this  rule,  and  the  one  immediately  preceding, 
seem  to  be,  to  a  certain  extent  at  least,  antagonistic, 
and  inconsistent  with  each  other. 

All  these  rules  are  of  late  adoption,  and  none  of 
them  seem  to  be  of  an  unbending  character.  On  par¬ 
ticular  emergencies,  the  Bank  has  acted  in  opposition 
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to  them  all.  Thus,  during  the  panic  of  1825-6,  in 
order  to  uphold  the  mercantile  interest,  and  to  pre¬ 
vent  the  crash  from  becoming  universal,  the  Hank 
continued  to  extend  its  loans  and  circulation,  in  the 
very  midst  of  the  severe  run  which  was  then  made 
upon  it. 


CHAPTER  XI. 

Present  state  of  public  opinion  in  England ',  on  the 
subject  of  Banks  and  Banking. 

It  seems  to  be  universally  admitted  in  England  at 
the  present  time,  that  banks  are  of  the  greatest  utility 
and  advantage,  and  that  the  manufactures  and  trade 
of  the  kingdom  could  not  be  carried  on  without  their 
assistance.  It  is  agreed  also  that  a  paper  currency  is 
so  great  a  convenience  and  aid  in  mercantile  transac¬ 
tions,  that  its  use  could  not  possibly  be  dispensed  with. 
But  great  differences  of  opinion  exist  as  to  what  is  the 
best,  safest  and  most  advantageous  system,  according 
to  which  a  paper  currency  can  be  issued. 

Upon  this  subject  there  may  be  said  to  exist,  at 
least,  three  well-marked  sets  of  opinions,  each  main¬ 
tained  by  a  respectable  number  of  supporters. 

1.  It  is  held  by  one  set  of  reasoners, — including 
the  directors  of  the  Bank  of  England, — that  accord¬ 
ing  to  a  perfect  system,  only  one  bank  of  issue  ought 
to  exist.  It  is  asserted  that  the  issue  of  paper  ought 
principally  to  be  regulated  by  the  state  of  the  foreign 
exchanges,  and  by  a  sort  of  foresight  as  to  the  turn 
that  trade  will  be  likely  to  take.  Now  to  look,  it  is 
said,  for  such  a  regard  to  the  foreign  exchanges,  or 
such  a  prophetic  foresight  into  mercantile  futurities, 
on  the  part  of  a  great  number  of  issuers,  all  busily 
occupied  in  a  mutual  competition  and  earnestly  atten¬ 
tive  to  their  own  particular  interest,  is  out  of  the 
question.  Such  care  and  foresight  can  only  be  expect- 
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ed  from  such  a  body  as  the  directors  of  the  Bank  of 
England,  who  are  placed,  as  it  were,  upon  an  emi¬ 
nence  above  the  dust  and  confusion  in  which  other 
people  are  involved,  and  who,  by  having  the  regula¬ 
tion  of  the  currency  entirely  in  their  own  hands, 
would  be  able  to  manage  it,  as  is  alleged,  according 
to  the  most  exalted  principles  of  science  and  wisdom. 
This  system  would  require  the  country  banks  to  be 
deprived  of  their  right  to  issue  notes,  and  would 
thereby  relieve  the  kingdom  from  the  evils  inflicted 
by  the  frequent  mismanagement  and  failure  of  those 
institutions. 

Such  is  the  shape  in  which  the  argument  of  this  party 
is  most  generally  stated.  Ricardo,  however,  who  first 
brought  forward  the  idea  of  a  single  source  of  issue, 
maintained  that  the  issue  of  circulating  paper  ought 
to  be  wholly  disjoined  from  the  business  of  discount, 
and  ought  to  be  confined  to  an  institution,  a  sort  of 
department  of  the  government,  created  for  that  sole 
purpose.  McCulloch,  the  disciple  of  Ricardo,  and  a 
great  stickler  for  a  single  source  of  issue,  seems  to 
contemplate,  for  that  purpose,  an  institution  almost 
identical  in  most  respects  with  the  Bank  of  Amster¬ 
dam,  described  in  the  second  chapter ;  an  institution, 
that  is,  which  should  issue  no  notes  except  upon  the 
deposit  of  an  equivalent  amount  of  coin.  Such  a 
system,  it  is  argued,  would  reduce  the  fluctuations  of 
the  currency  to  precisely  the  same  scale  as  if  it  ac¬ 
tually  consisted  of  coin,  and  this  is  alleged  as  the 
crowning  excellence  of  the  proposed  system.  Some 
suggestions,  however,  will  be  thrown  out  in  a  subse¬ 
quent  chapter,  which  will  render  it  very  doubtful 
whether  it  is  in.  fact  desirable  that  the  paper  curren¬ 
cy  should  fluctuate  precisely  in  the  same  way  as  if  it 
were  a  specie  currency,  and  whether  it  be  not  easy, 
by  means  of  a  paper  currency,  to  avoid  many  serious 
and  severe  fluctuations,  to  which  a  currency  of  coin 
is  of  necessity  exposed.  However  that  matter  may 
be,  it  is  evident  that  an  institution  like  that  just  de¬ 
scribed,  must  of  course  be  subject  to  all  the  incon- 
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veniences  and  dangers  enumerated  in  the  second 
chapter. 

2.  The  private  country  bankers  are  very  little  in¬ 
clined  to  relinquish  that  remainder  of  the  business  of 
issue  of  which  the  monopoly  of  the  Bank  of  England 
has  left  them  in  possession.  They  maintain  that  if 
deprived  of  the  right  to  issue  notes,  it  would  interfere 
to  a  great  extent  with  their  power  to  afford  facilities  to 
their  customers,  would  destroy  their  respectability  and 
importance,  and  would  in  many  cases  render  their 
business  not  worth  pursuing.  They  earnestly  plead, 
therefore,  for  the  maintenance  of  the  existing  system, 
alleging  that  whatever  objections  may  be  made  to  it, 
on  the  whole,  it  has  worked  well,  and  has  contributed 
very  greatly  to  the  wealth  and  prosperity  of  the  coun¬ 
try. 

The  advocates  of  a  single  bank  of  issue,  having 
little  hope  of  carrying  that  scheme  into  effect,  are 
accustomed  to  join  forces  with  the  advocates  of  the 
existing  system,  which  secures,  in  fact,  to  the  Bank 
of  England,  the  exclusive  issue  of  paper  in  London 
and  the  neighborhood  for  sixty-five  miles  round,  and 
in  consequence  gives  it  a  great  control  over  the  total 
issue  of  the  kingdom. 

3.  On  the  other  hand,  there  is  a  third,  an  intelligent, 
and  increasing  party,  which  demands  that  the  Bank 
of  England  should  be  deprived  of  the  exclusive  pri¬ 
vileges  which  it  now  enjoys,  and  that  the  business  of 
banking,  in  all  its  branches,  including  the  issue  of  cir¬ 
culating  notes,  should  be  thrown  open  to  free  compe¬ 
tition.  Such  a  free  competition,  it  is  argued,  would 
effectually  guard  the  country  against  the  evils  it  has 
hitherto  sustained  from  the  weakness  of  the  country 
banks,  by  substituting  joint-stock  establishments,  with 
a  solid  capital,  and  a  large  number  of  partners,  in 
place  of  those  private  banking  houses,  with  only  six 
partners  at  the  most,  by  which  the  country  banking 
business  is  now  chiefly  conducted. 

These  reasoners  do  not  seem  to  believe  that  the 
twenty-four  directors  of  the  Bank  of  England  are, 
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after  all,  any  thing  more  than  mortal  men ;  nor  do 
they  regard  their  sagacity,  knowledge,  integrity,  or 
their  capacity  to  regulate  the  trade  and  currency  of 
the  country,  as  any  greater  than  that  of  any  twenty- 
four  other  mercantile  gentlemen  of  equal  character, 
wealth  and  standing.  The  history  of  the  Bank,  they 
allege,  does  by  no  means  prove  its  directors  to  have 
been  infallible.  They  object  altogether  to  a  plan 
which  constitutes  these  twenty-four  persons  the  sole 
dictators  over  the  commerce  and  property  of  the 
country.  They  maintain  that  the  trade  of  banking, 
like  every  other  trade,  will  be  better  regulated  through 
the  operation  of  a  free  competition,  than  by  entrusting 
the  control  of  it  to  any  single  board  of  directors  what¬ 
ever.  They  deny  that  the  state  of  the  foreign  ex¬ 
changes  furnishes  any  such  infallible  rule,  as  is 
alleged  by  the  advocates  for  a  single  source  of  issue; 
and  they  maintain  that  if  it  does,  no  argument  thereby 
arises  against  freedom  of  competition,  since  the  state 
of  the  foreign  exchanges  is  just  as  perceptible  to  one 
set  of  bankers  as  another,  and  no  more  furnishes  a 
rule  for  one  bank,  than  it  does  for  a  thousand. 


CHAPTER  XII. 

Government  Paper  Money. 

All  schemes  for  issuing  government  paper  money 
have  been  essentially  founded  upon  the  same  idea 
upon  which  Mr.  Law  erected  his  system  of  banking. 

Bank  notes,  according  to  that  idea,  provided  the 
solvency  of  the  issuer  is  undoubted,  are  the  same  as 
coin.  Now  the  means  and  the  solvency  of  a  govern¬ 
ment  are  only  limited  by  the  total  amount  of  property 
in  the  country;  therefore  the  government  may  safely 
go  on  issuing  notes  to  the  total  amount  of  that  pro¬ 
perty. 
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Where  it  lias  been  attempted  to  put  this  scheme 
into  operation,  the  first  effects  have  been  such  as  to 
delight  the  projectors,  and  to  confirm  them  in  the  idea 
that  their  resources  are  inexhaustible.  For  a  time 
the  notes  keep  perfectly  at  par ;  and  on  account  of 
their  superior  convenience,  are  even  preferred  to  coin. 
This  state  of  things  continues  so  long  as  the  issues  of 
paper  do  not  exceed  the  amount  of  the  currency  pre¬ 
viously  circulating  in  the  country.  But  so  soon  as  that 
limit  is  passed,— and  it  soon  is  passed,— a  rapid  depreci¬ 
ation  instantly  commences ;  and  if  the  issues  continue, 
this  depreciation  soon  becomes  so  great  as  to  destroy 
the  conveniency  of  the  notes  for  a  circulating  medium, 
to  ruin  their  credit,  and  to  drive  them  out  of  circu¬ 
lation.  If  the  government  provided  the  means  of 
absorbing  these  notes  as  fast  as  they  were  issued,  or  of 
paying  them  in  coin  on  demand,  they  would  always 
remain  at  par.  But  after  a  short  time,  this  would 
only  be  receiving  with  one  hand  and  paying  back 
with  the  other,  and  would  entirely  defeat  the  object  of 
governments  in  issuing  such  a  currency,  which  object 
always  is,  to  pay  their  debts,  not  in  coin,  but  in  pro¬ 
mises. 

At  the  commencement  of  the  American  Revolution, 
the  circulating  currency  of  the  country,  which  at  that 
time  consisted  entirely  of  coin,  was  estimated  at 
about  ten  millions  of  dollars.  So  long  as  the  paper 
money  issued  by  Congress  and  the  States  did  not  ex¬ 
ceed  that  sum,  the  notes  remained  at  par.  But  ten 
millions  were  spent  the  first  year  of  the  war;  and 
new  issues  became  necessary.  A  depreciation  in¬ 
stantly  commenced,  and  betrayed  itself  by  a  rise  in 
prices,  which  soon  became  extravagant  and  outrage¬ 
ous,  if  we  regard  only  their  nominal  amount.  It  was 
in  vain  that  Congress  and  the  States  declared  their 
notes  to  be  a  legal  tender  for  all  payments,  and  per¬ 
fectly  equivalent  to  coin.  It  was  in  vain  that  the 
States  enacted  the  most  tyrannical  laws  for  the  regu¬ 
lation  of  prices,  and  denounced  one  price  in  paper  and 
another  in  coin,  as  wicked,  traitorous,  and  a  sure  sign 
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of  disaffection.  These  double  prices  soon  became 
perfectly  established.  By  the  year  1780,  the  issues  of 
paper  by  Congress  alone  amounted  to  two  hundred 
millions  of  dollars,  and  the  depreciation  stood  at  forty 
of  paper  for  one  of  coin.  It  was  to  no  purpos'e  that 
Congress,  yielding  at  last  to  the  necessity  of  the  case, 
issued  a  new  set  of  bills,  by  which  the  depreciation 
of  the  old  ones  was  acknowledged.  This  public  ac¬ 
knowledgment  of  the  worthlessness  of  their  paper  was 
fatal  to  its  credit,  and  it  fell,  almost  at  a  leap,  to  two 
hundred  for  one,  and  very  soon  to  ten  hundred  for 
one.  At  this  rate  nobody  would  take  it;  and  it  drop¬ 
ped  silently  out  of  circulation. 

The  history  of  the  American  paper  money  is  the 
history  of  the  Fiench  Assignats;  it  is  the  history  of 
the  government  paper  currencies  in  Austria  and  Rus¬ 
sia, — their  history  indeed  in  every  country  in  which 
the  experiment  has  been  tried. 


CHAPTER  XIII. 

Colonial  Currencies  of  Paper  Money  in  America. 

But  the  experience  of  America  in  the  matter  of 
government  paper  money  was  earlier  than  the  Revo¬ 
lution. 

In  consequence  of  the  accession  of  William  of  Or¬ 
ange  to  the  English  throne,  the  Anglo-American  colo¬ 
nies  became  involved  in  a  series  of  expensive  and 
bloody  wars  with  their  French  neighbors  of  Acadie 
and  Canada ;  which  wars  were  only  terminated  by 
the  conquest  of  the  French  colonies. 

Massachusetts  generally  bore  the  brunt  of  these 
wars  and  paid  the  bills.  When  they  began,  her  pop¬ 
ulation  did  not  exceed  50,000  souls,  and  her  resources 
were  by  no  means  equal  to  her  spirit.  In  the  very 
first  year  of  the  first  war,  (1690,)  she  fitted  out  a  fleet 
of  eight  vessels,  with  an  army  of  seven  hundred  men, 
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which  was  placed  under  the  command  of  Sir  William 
Phipps,  a  Massachusetts  man,  afterwards  the  first 
governor  of  the  province  under  the  second  charter. 
Phipps  laid  siege  to  Port  Royal,  (now  Annapolis,)  the 
capital  of  Acadie  ;  and  that  place  having  surrender¬ 
ed,  he  completed  the  conquest  of  the  colony,  and  re¬ 
turned  in  triumph  to  Boston. 

Encouraged  by  their  success  against  Acadie, — and 
in  spite  of  the  Avitches,  who  about  this  time  were  let 
loose  upon  the  colony,  and  commenced  their  opera¬ 
tions  in  Boston  and  Salem, — the  General  Court  of 
Massachusetts  fitted  out  an  armament  of  twelve  hun¬ 
dred  men,  which  sailed  under  the  command  of  Phipps, 
to  attack  Quebec.  But  Phipps  found  the  place  much 
stronger  than  he  had  supposed,  and  was  obliged  to  re¬ 
turn  without  effecting  any  thing.  Success  had  been 
confidently  expected  ;  the  immediate  return  of  the 
troops  Avas  quite  unlooked  for  ;  and  no  sufficient  pro¬ 
vision  had  been  made  for  paying  them.  There  Avas 
danger  of  a  mutiny:  and  as  it  had  no  coin,  the  gov¬ 
ernment  issued  bills  of  credit  to  the  soldiers,  Avhich 
Avere  to  be  received  in  payment  of  taxes,  and  Avhich, 
passing  from  hand  to  hand  as  money,  betrayed  to  the 
eager  eyes  of  the  colonial  legislators  a  neAV  secret  in 
finance. 

The  emission  of  bills  of  credit  Avas  resorted  to  by 
almost  all  the  colonies  as  a  financial  expedient;  but 
they  Avere  also  issued  upon  certain  principles  of  po¬ 
litical  economy,  and  for  the  accommodation  of  the 
influential  leaders  in  the  colonial  legislatures. 

The  scarcity  of  money,  by  Avhich  phrase  Avas  meant, 
in  reality,  scarcity  of  capital,  Avas  ahvays  a  most  griev¬ 
ous  subject  of  complaint  in  all  the  colonies.  Mr.  Law’s 
scheme  for  increasing  capital  by  means  of  bank  notes, 
found  many  eager  and  willing  converts  upon  the 
Avestern  shore  of  the  Atlantic. 

The  procedure  which  they  proposed,  and  Avhich 
Avas  adopted  in  several  of  the  colonies,  Avas  this.  The 
government  issued  a  certain  amount  of  bills  of  credit. 
These  bills  Avere  lent  out  to  the  principal  persons  in 
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the  colony,  they  giving  mortgages  upon  their  lands, 
or  other  security,  for  the  punctual  repayment  of  the 
sums  lent,  in  certain  instalments ;  which  sums,  so  paid 
in,  were  to  be  expressly  and  solely  devoted  to  the 
redemption  and  extinction  of  the  bills.  An  annual 
interest  was  to  be  paid  on  these  loans,  which  interest 
went  into  the  public  treasury,  and  was  to  relieve  the 
people  from  taxes.  By  this  bait  the  people  were  in¬ 
duced  to  favor  the  measure. 

It  was  argued,  inasmuch  as  the  redemption  of  these 
bills  was  absolutely  secured,  not  only  by  the  pledge 
of  the  government’s  credit  to  that  effect,  but  by  the 
provision  of  a  fund  devoted  to  that  express  purpose, 
the  due  application  of  which  must  extinguish  them 
within  a  certain  period,  that  their  value  was  certain 
and  absolute,  and  that  it  was  impossible  they  should 
ever  depreciate. 

But  as  it  was  not  easy  to  satisfy  the  demands  of 
the  borrowers,  without  issuing  more  notes  than  were 
sufficient  to  supply  a  circulating  medium  for  the 
colonies,  a  depreciation  did  take  place  wherever  these 
notes  were  issued. 

In  some  of  the  colonies,  as  Pennsylvania,  where  the 
issues  were  tolerably  moderate,  the  depreciation  never 
became  very  great.  In  others,  as  South  Carolina  and 
the  New  England  colonies,  where  these  notes  were 
profusely  issued  by  the  colonial  governments,  not 
only  by  way  of  loan,  but  as  a  means  of  paying  their 
war  expenses,  the  depreciation,  at  times,  became  ex¬ 
cessive. 

It  showed  itself,  as  a  depreciation  always  does,  by 
a  rise  in  prices.  This  rise  was  explained  by  the 
friends  of  the  paper  currency,  as  being  caused  by  the 
scarcity  of  money  ;  and  the  remedy  they  were  accus¬ 
tomed  to  recommend,  consisted  in  a  fresh  emission  of 
more  paper. 

At  length,  in  1720,  a  circular  order  was  issued  by 
the  British  ministry,  to  the  colonial  governors,  for¬ 
bidding  them  to  consent  to  any  emission  of  bills  of 
credit  except  for  necessary  charges  of  government. 
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The  immediate  cause  of  this  order  is  not  a  little 
remarkable,  and  is  a  most  convincing  proof  that  our 
respected  ancestors  were  not  altogether  that  pure, 
honest,  and  simple-minded  people  we  are  taught  to 
believe  them.  The  Legislature  of  New  York,  in  imi¬ 
tation  of  the  sister  colonies,  had  seen  fit  to  issue  a 
large  sum  in  bills  of  credit ;  but  instead  of  applying 
them  to  the  public  service,  or  loaning  them  out  for  the 
benefit  of  the  colony,  they  were  divided  among  the 
governor,  the  council,  and  the  members  of  the  House; 
— to  the  governor  as  a  gratuity  in  addition  to  his 
salary;  to  the  council,  for  pretended  services  rendered 
at  the  time  of  Leistler’s  rebellion,  thirty  years  before; 
and  to  the  members  of  the  House,  in  consideration  of 
their  patriotism,  honesty,  and  regard  for  the  public 
good  ! 

This  restraint  upon  the  power  of  the  colonial  govern¬ 
ments  to  issue  bills  of  credit,  gave  birth  to  several  at¬ 
tempts  to  get  up  private  banks  on  the  principle  of  Mr. 
Law  ;  and  as  these  attempts  were  partially  successful, 
new  issues  of  a  depreciating  paper  continually  took 
place. 

A  minute  history  of  the  paper  emissions  in  the 
several  English  colonies  would  fill  a  volume,  and 
would  present  a  picture  of  public  and  private  fraud, 
and  a  stubborn  resistance  to  the  clearest  evidence,  not 
very  creditable  to  the  virtue  or  to  the  discernment  of 
our  colonial  ancestors.  At  length  the  colonies  were 
deprived  of  the  power  to  make  their  bills  of  credit  a 
legal  tender,  by  an  act  of  Parliament,  passed  in  1765, 
on  the  representation  of  the  English  merchants  who 
had  suffered  severe  losses  in  consequence  of  being  paid 
in  a  depreciated  currency. 

It  seems  almost  incredible  that  our  colonial  ancestors 
should  have  submitted  as  they  did,  for  half  a  century 
and  upwards,  to  the  use  of  a  currency  so  fluctuating 
and  fraudulent  as  the  colonial  paper  money.  The 
secret  of  that  submission  is  doubtless  to  be  found  in 
the  fact,  that  the  constant  depreciation  to  which  the 
bills  of  credit  were  liable,  gave  every  man  a  prospect 
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of  paying  his  debts  with  a  less  value  than  was  really 
due.  This  chance  of  individual  gain  blinded  men’s 
eyes  to  all  the  frauds,  uncertainties,  and  manifest 
public  evils  to  which  such  a  system  must  give  rise, 
and  led  to  the  invention  of  a  variety  of  theoretical  ar¬ 
guments  in  its  defence. 

For  near  a  century,  whenever  there  was  any  stag¬ 
nation  in  trade,  real  or  imaginary,  the  favorite  remedy 
with  the  practical  men  of  America  was  a  fresh  emis¬ 
sion  of  bills  of  credit;  and  as  such  an  emission  always 
gave  a  transient  activity  to  business,  the  virtue  of  the 
bills  was  thought  to  be  undeniable.  None  troubled 
themselves  with  an  inquiry  into  their  subsequent  ef¬ 
fects  ;  and  the  commercial  condition  of  the  colonies, 
during  this  long  period,  may  be  well  illustrated  by 
that  of  a  man,  to  whom  the  habitual  use  of  intoxicating 
drinks,  if  it  affords  him  an  occasional  stimulus,  is  still 
the  steady  and  certain  cause  of  weakness,  disease,  and 
misery. 

But  the  experience  of  the  revolutionary  bills  of 
credit  opened  the  eyes  of  the  people.  They  had  be¬ 
come  more  intelligent;  the  principles  of  political 
economy  were  beginning  to  be  understood;  the  ex¬ 
periment  was  tried  upon  a  grand  scale,  and  its  effects 
were  obvious.  It  impoverished  honest  and  patriotic 
men,  and  transferred  their  wealth  into  the  hands  of 
rogues  and  tories.  So  well  satisfied  had  the  people  at 
length  become  of  the  pernicious  effects  of  such  ex¬ 
pedients,  that  it  is  expressly  provided  in  the  Constitu¬ 
tion  of  the  United  States,  that  bills  of  credit  shall 
never  be  issued ;  and  that  neither  the  general  govern¬ 
ment  nor  the  States  shall  ever  make  any  thing  but 
gold  and  silver  a  legal  tender  for  the  payment  of 
debts, — clauses,  it  may  be  remarked,  which  were 
evidently  borrowed  from  the  parliamentary  enact¬ 
ment  of  1765,  above  referred  to. 

'  N 

It  is  proper  to  observe  that  these  colonial  and  con¬ 
tinental  bills  of  credit,  as  well  as  all  other  issues  of 
government  paper  money,  differ  totally  and  essentially 
from  the  bank  notes  of  the  present  day.  Government 
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paper  money  is  generally  made  receivable  in  payment 
of  taxes ;  or  perhaps  some  fixed  future  day  is  appointed 
for  its  payment; — whereas,  the  peculiarity  of  modern 
bank  notes  consists  in  their  being  made  'payable  in 
specie  on  demand.  It  is  this  quality  of  commanding 
specie  at  any  time,  on  presentation  at  the  counter  of 
the  bank  which  issues  them,  that  gives  to  modern 
bank  notes  their  peculiar  character,  and  which  alone 
enables  them  to  supply  with  safety  and  advantage 
the  place  of  coin,  as  a  circulating  medium.  Notes  of 
banks  that  do  not  pay  specie,  stand  upon  the  same 
ground  as  mere  government  paper.  They  are  a  mere 
paper  money,  and  have  lost  all  the  distinguishing  pro¬ 
perties  of  a  modern  bank  note.  But  this  subject  will 
be  resumed  hereafter. 


CHAPTER  XIV. 

American  Banks. 

The  first  bank  established  in  the  United  States, 
upon  the  principle  of  the  Bank  of  England  and  the 
British  private  banks,  was  the  Bank  of  North  America, 
set  up  at  Philadelphia  in  1781,  and  projected  and 
managed  by  Robert  Morris,  at  that  time  Superintend¬ 
ent  of  Finance  for  the  United  States,  by  the  appoint¬ 
ment  of  the  Continental  Congress, — an  officer  corres¬ 
ponding  to  the  present  Secretary  of  the  Treasury. 

The  war  of  the  Revolution  was  still  going  on;  but 
the  paper  money  which  Congress  and  the  States  had 
issued  so  profusely  at  its  commencement,  had  depre¬ 
ciated  to  nothing,  and  dropped  out  of  circulation. 
Coin  was  now  the  only  currency;  and  Congress  met 
with  the  greatest  difficulty  in  finding  pecuniary  means 
to  carry  on  the  war. 

The  Superintendent  of  Finance  represented  to 
Congress,  that  a  bank  to  issue  notes,  redeemable  in 
specie  on  demand,  like  those  which  circulated  in 
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England,  would  greatly  facilitate  the  operations  of 
the  treasury ;  and  would  enable  him,  on  pressing 
emergencies,  to  anticipate  the  public  income,  by  means 
of  loans  from  the  bank.  Upon  the  strength  of  this 
representation,  Congress  granted  a  charter,  took  a 
part  of  the  stock,  and  agreed  to  receive  the  notes  of 
the  bank  in  payment  of  all  public  dues.  The  re¬ 
mainder  of  the  stock  was  taken  up  by  individual  sub¬ 
scribers.  The  capital,  at  first,  was  $400,000 ;  it  was 
afterwards  increased  to  two  millions.  In  all  essential 
points,  this  bank  was  the  model  of  the  National  Bank, 
afterwards  established  by  the  first  Congress  which 
met  under  the  federal  constitution. 

The  Bank  of  North  America  was  conducted  with 
prudence  and  success.  It  gained  the  public  confidence; 
its  notes  acquired  an  extensive  circulation  ;  and  it  so 
recommended  itself  to  the  general  favor  as  to  obtain  a 
supplemental  charter  from  the  State  of  Pennsylvania, 
which  was  the  more  necessary,  inasmuch  as  the  pow¬ 
er  of  the  Continental  Congress  to  grant  a  charter  was 
extremely  doubtful. 

After  the  war  was  over,  the  success  of  this  institu¬ 
tion,  its  exclusive  privileges,  and  the  greatness  of  its 
dividends,  raised  up  a  party  in  Pennsylvania  opposed 
to  its  continuance.  It  was  denounced  as  dangerous 
and  anti-republican,  and  became  the  subject  of  the 
sharpest  party  contests.  Pennsylvania  was  divided 
into  a  bank  party  and  an  anti-bank  party,  and  the 
struggle  was  severe.  In  1785,  the  anti-bank  party 
prevailed  in  the  Legislature,  and  the  bank  charter  was 
repealed  ;  but  the  bank  still  went  on  with  its  business, 
upon  the  strength  of  its  charter  from  Congress.  The 
next  year  the  bank  party  regained  the  ascendency; 
and  the  charter  was  renewed  on  the  17th  of  March, 
1786,  for  a  period  of  fourteen  years. 

There  is  not  time  nor  space  to  enter  here  into  the 
merits  of  this  controversy,  or  to  examine  the  arguments 
by  which  the  bank  was  sustained  and  opposed. 
Neither  party  understood  the  substantial  merits  of  the 
question  at  issue,  nor  did  either  party  care  to  under- 
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stand  them.  It  was  in  fact  a  mere  personal  squabble 
between  the  friends  of  Mr.  Morris  and  his  enemies 
and  rivals.  Popular  prejudices  were  enlisted  on  both 
sides;  it  was  the  passions,  not  the  reason  ot  the  peo¬ 
ple,  that  guided  their  opinions; — a  striking  instance 
of  what  the  history  of  Pennsylvania  on  other  occasions 
will  senre  to  verify,  that  so  long  as  bank  charters  are 
dependent  upon  legislative  favor,  so  long  they  will  be 
an  everlasting  bone  of  contention,  and  the  fruitful 
source  of  the  bitterest  party  hostilities. 

The  success  of  the  Bank  of  North  America  soon 
induced  the  merchants  in  the  other  commercial  cities 
of  the  country,  to  seek  from  their  respective  states  the 
grant  of  similar  charters.  The  Massachusetts  Bank , 
with  a  capital  of  $1,600,000,  was  established  at  Bos¬ 
ton,  in  1784;  and  the  same  year,  the  Bank  of  New 
York  commenced  business  in  New  York,  with  a 
capital  of  $950,000.  These  three  banks  were  the  only 
ones  yet  established,  when  the  Federal  Constitution 
went  into  operation. 


CHAPTER  XV. 

First  Bank  of  the  United  States. 

Alexander  Hamilton,  the  first  Secretary  of  the 
Treasury,  was  a  great  admirer  of  England,  and  all 
her  institutions.  He  knew  the  close  and  intimate 
connection  between  the  Bank  of  England  and  the 
British  treasury;  and  he  was  well  acquainted  with 
the  aid  which  his  friend  Morris  had  derived,  while 
acting  as  Superintendent  of  Finance,  from  the  Bank 
of  North  America. 

Congress  at  its  first  session,  under  the  Federal  Con¬ 
stitution,  was  occupied  with  providing  a  public  rev¬ 
enue,  and  funding  the  public  debt.  At  the  second 
session,  Mr.  Hamilton  brought  forward  his  plan  for  a 
Bank  of  the  United  States. 
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It  was  proposed  that  the  capital  of  this  bank  should 
be  ten  millions  of  dollars,  one  fifth  to  be  taken  by  the 
United  States.  The  remainder  was  to  be  divided 
among  individual  subscribers,  who  were  to  be  allowed 
to  pay  three  fourths  of  their  subscriptions  in  certificates 
of  the  funded  debt;  the  other  fourth  to  be  paid  in 
specie.  The  notes  of  the  bank  were  to  be  received  in 
payment  of  all  public  dues;  it  was  to  have  the  keep¬ 
ing  of  the  public  treasure;  and  Congress  was  to 
grant  a  charter  to  no  other  bank  during  its  continu¬ 
ance. 

The  advantages  to  be  derived  from  this  bank  were 
stated  as  follows  :  First , — the  credit  and  value  which 
it  would  impart  to  the  government  stocks  by  absorbing 
eight  millions  of  that  property.  Second, — the  great 
convenience  which  such  a  bank  would  be  to  the 
treasury,  in  the  collection  and  expenditure  of  the  pub¬ 
lic  revenue,  and  the  management  of  the  public  debt. 
Third, — the  facilities  and  accommodation  which  it 
would  furnish,  in  the  way  of  loans,  to  merchants  and 
others. 

The  proposed  bank  was  vehemently  opposed  on  the 
following  grounds.  First , — that  banking  institutions 
in  general,  and  this  bank  among  the  rest,  were  the 
artful  contrivances  of  cunning  men,  to  grow  rich  at 
the  expense  of  the  people.  Second, — that  the  bank 
would  tend  to  strengthen  the  executive  branch  of  the 
government,  already  too  strong,  by  allying  with  it  the 
interest  and  influence  of  the  monied  men.  Third , — 
that  such  a  charter  was  unconstitutional. 

Touching  these  reasons,  pro  and  con,  it  may  be 
observed,  that  the  first  and  second  reasons  in  favor 
of  the  bank  were  substantial  so  far  as  they  went, 
and  were  therefore  entitled  to  a  certain  degree  of 
weight. 

The  third  reason  for  the  bank,  and  the  first  reason 
against  it,  involved  a  great  question  of  political  eco¬ 
nomy,  not  well  understood  by  either  party,  and  which 
will  be  fully  discussed  in  the  second  part  of  this 
treatise.  This  question  was  doubtless  much  the  most 
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important  and  interesting  part  of  the  whole  contro¬ 
versy  ;  but  as  if  the  members  of  Congress  were 
conscious  how  little  they  understood  it,  it  was  far 
from  being  made  the  turning  point.  An  assembly  of 
lawyers  rather  chose  to  rest  the  decision  upon  legal 
quibbles  and  verbal  subtilties,  at  which  many  of  them 
were  sufficiently  adroit. 

Accordingly,  the  discussion  finally  settled  down 
upon  the  constitutional  question,  the  third  reason 
against  the  bank.  That  question  has  nothing  to  do 
with  the  theory  of  banking.  Let  the  lawyers  and 
politicians  settle  it — if  they  can.  I  will  only  observe, 
that  the  letter  of  the  constitution  is  on  one  side ;  while 
there  is  arrayed  upon  the  other  the  practice  of  all 
political  parties,  the  acts  of  every  administration,  the 
doings  of  every  Congress,  the  solemn  decisions  of  the 
Supreme  Court,  and  the  opinions  of  every  leading 
statesman,  with  the  single  exception  of  Mr.  Jefferson. 

It  is  however  proper  to  be  observed,  that  the  reason¬ 
ing  by  which  the  constitutionality  of  the  charter  of 
the  first  Bank  of  the  United  States  was  maintained,  is 
not  necessarily  applicable  to  the  recharter  of  a  similar 
institution  at  the  present  day.  It  was  argued  then, 
and  with  much  apparent  reason,  that  whenever  the 
Federal  Constitution  imposed  the  performance  of 
certain  duties,  it  must  be  understood  to  imply  a  grant 
of  the  powers  necessary  to  that  performance.  It  was 
argued  farther,  and  this  too  seems  to  be  reasonable, 
that  by  the  word  necessary ,  in  this  connection,  is  not 
to  be  understood  an  absolute  physical  necessity,  but 
only  a  high  degree  of  convenience  and  facility.  These 
premises  being  established,  it  was  next  said,  that  in¬ 
asmuch  as  the  Federal  Constitution  imposed  upon  the 
federal  government  the  duty  of  collecting,  keeping 
and  disbursing  a  public  revenue,  that  constitution 
must  also  be  understood  to  confer  an  implied  power 
to  charter  a  national  bank,  provided  such  an  institu¬ 
tion  was  necessary ,  in  the  sense  above  explained,  to 
the  safe  and  satisfactory  management  of  the  public 
revenue.  This  argument,  it  will  be  seen,  predicated 
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the  constitutionality  of  the  bank  entirely  upon  a  sup¬ 
posed  proved  necessity  for  such  an  institution. 

It  is  very  certain  that  the  public  revenue  of  a  coun¬ 
try  so  extensive  as  the  United  States,  cannot  be  very 
safely  or  conveniently  collected,  kept,  transmitted 
from  one  place  to  another,  and  finally  disbursed,  ex¬ 
cept  through  some  sort  of  banking  agency;  and  as 
matters  stood  in  1790,  with  only  three  incorporated 
banks  in  the  country,  the  trade  of  private  banking  en¬ 
tirely  unknown,  and  the  commerce  of  the  states  des¬ 
titute  of  any  common  centre, — it  might  perhaps  have 
then  been  well  argued,  and  even  clearly  established, 
that  there  did,  in  fact,  exist  such  a  necessity  for  the 
creation  of  a  national  bank,  to  aid  the  treasury  depart¬ 
ment  in  the  performance  of  its  duties,  as  would  justify 
Congress  in  the  charter  of  such  an  institution. 

But  the  state  of  the  case  is  very  materially  altered 
if  we  suppose,  as  the  fact  now  is,  that  a  great  number 
of  other  banks  are  in  existence,  from  among  which, 
agents  may  easily  be  selected,  capable  of  performing 
every  thing  that  could  be  expected  or  desired  of  a  na¬ 
tional  bank.  In  this  latter  case,  the  necessity  for  the 
charter  of  a  bank  by  Congress  no  longer  exists,  and  the 
whole  superstructure  of  argument,  resting  upon  such 
a  supposed  necessity,  falls  to  the  ground. 

The  question  of  granting  a  charter  was  decided  by 
a  very  close  vote.  The  First  Bank  of  the  United 
States  went  into  operation,  and  presently  fulfilled 
many  of  the  promises  of  its  friends,  and  some  of  the 
predictions  of  its  opponents.  Government  stocks  soon 
rose  to  par;  and  the  sales  made  in  Europe  furnished 
the  country  with  a  monied  capital  which  was  much 
needed.  The  facilities  which  the  bank  afforded  to 
the  treasury  department  were  undeniable  ;  but  it  was 
also  observed  that  the  stockholders  in  the  bank  soon 
became  the  most  firm  and  unflinching  supporters  of 
the  executive,  and  of  Mr.  Hamilton,  by  whose  advice 
executive  measures  were  at  that  time  principally 
guided. 

It  is  highly  unfortunate  for  the  advocates  of  a  strict 
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monopoly,  that  the  right  of  granting  bank  charters  is 
claimed  and  exercised,  not  only  by  Congress,  but  by 
the  state  legislatures ;  and  as  the  spirit  of  equal  rights 
has  always  been  more  lively  in  the  state  legislatures 
than  in  Congress,  no  state  bank,  unless  the  new  state 
banks  of  Missouri  and  Arkansas  are  exceptions,  has 
ever  been  able  to  obtain  a  grant  of  exclusive  privi¬ 
leges  analogous  to  those  which  have  always  been 
looked  upon  as  the  proudest  feather  in  the  cap  of  our 
national  banks. 

The  establishment  and  success  of  the  First  Bank 
of  the  United  States  gave  a  new  impulse  to  the 
business  of  banking.  That  same  year,  the  Maryland 
Bank  went  into  operation  at  Baltimore,  with  a  capital 
of  $300,000 ;  and  the  next  year,  the  Providence  Bank 
was  chartered  by  Rhode  Island,  with  a  capital  of  $400,- 
000.  In  1792,  eight  new  state  banks  were  created; 
and  by  the  year  1810,  the  number  of  banks  in  the 
United  States  amounted  to  upwards  of  eighty ,  with 
au  aggregate  capital  of  about  fifty  millions  of  dollars. 

The  First  Bank  of  the  United  States,  in  its  very 
origin,  became  a  party  institution.  It  had  been  sus¬ 
tained  by  the  friends  and  followers  of  Hamilton,  and 
as  zealously  opposed  by  the  adherents  of  Jefferson. 
So  long  as  the  party  of  Hamilton  remained  in  power, 
the  concert  between  the  bank  and  the  government 
was  perfect;  but  after  the  access  of  Jefferson  to  the 
office  of  President,  the  government  entertained  one 
set  of  political  opinions,  and  the  bank  directors  an¬ 
other. 

The  natural  consequences  of  this  state  of  things 
were  fully  developed,  when  the  time  for  the  expira¬ 
tion  of  the  charter  began  to  approach.  That  charter 
was  to  expire  in  1811.  It  is  obvious,  that  if  a  na¬ 
tional  bank  is  a  good  thing,  the  same  bank,  unless 
its  stockholders  or  their  agents  have  been  convicted 
of  some  fraud  or  misbehavior,  ought  to  be  rechartered 
from  time  to  time,  and  kept  in  constant  operation. 
The  winding  up  of  one  batik,  and  the  putting  another 
at  work,  however  agreeable  and  advantageous  such 
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an  operation  may  be  to  stock-brokers  and  stock-gam¬ 
blers,  is  advantageous  to  them  alone.  To  the  public 
it  is  highly  inconvenient.  And  this  is  a  fresh  proof 
of  the  disadvantage  of  having  banking  operations  at 
all  dependent  upon  legislative  bodies,  whose  decis¬ 
ions  are  always  more  or  less  guided  by  a  mere  spirit 
of  party. 

The  First  Bank  of  the  United  States  had  proved,  in 
practice,  highly  convenient  to  the  treasury  depart¬ 
ment;  and  Mr.  Gallatin,  the  Secretary  of  the  Treas¬ 
ury,  was  favorable  to  its  recharter  upon  that  ground. 
A  large  proportion  of  the  original  opposers  of  the 
bank  had  ceased  to  feel  that  vehement  dislike  to¬ 
wards  all  hanking  institutions  which  they  had  evinced 
in  1790.  Many  of  them  had  become  officers  or  stock¬ 
holders  in  ,the  state  banks ;  and  others  were  in  the 
habit  of  receiving  business  accommodations  from  the 
Bank  of  the  United  States,  which  they  were  unwilling 
to  lose. 

Hence  there  were  found  many  unexpected  advo¬ 
cates  in  favor  of  extending  the  charter.  But  then  the 
bank  was  in  the  hands  of  federalists, — an  argument 
against  it,  alike  cogent  with  the  most  knowing  and 
the  most  ignorant.  It  was  this  fact  which  prevented 
its  recharter,  the  hill  being  thrown  out  by  a  very 
close  vote.  The  admirers  and  advocates  of  national 
hanks,  with  the  usual  logic  of  practical  men,  have 
ascribed  all  the  disturbances  in  the  currency,  which 
took  place  subsequently  to  the  winding  up  of  the  First 
Bank  of  the  United  States,  to  the  non-existence,  during 
that  period,  of  a  national  bank.  These  things  followed 
the  winding  up  of  the  Bank,  therefore  they  were  'pro¬ 
duced  by  it.  This  is  a  remarkably  easy  and  conveni¬ 
ent  method  of  proof ;  but  it  cannot  always  he  implicitly 
relied  upon,  since  things  are  often  connected  in  point 
of  time ,  which  have  no  connection  whatever  in  point 
of  fact.  We  shall  presently  see  to  what  those  disturb¬ 
ances  in  the  currency  were  owing.  In  the  mean  time 
it  maybe  observed,  that  it  was  fortunate  for  the  honor 
of  the  First  Bank  of  the  United  States,  that,  by  ceas- 
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ing  to  exist,  it  escaped  being  exposed  to  temptations, 
which  were  found  too  strong  for  other  institutions, 
equally  respectable  in  point  of  character  with  the  Na¬ 
tional  Bank. 


CHAPTER  XY1. 

State  Banks.  Stoppage  of  Specie  Payments. 

The  deficiency  in  the  amount  of  bank  capital  and 
bank  accommodations,  apprehended  from  the  winding 
up  of  the  National  Bank,  was  more  than  supplied  by 
the  new  state  banks  which  sprung  up  in  consequence 
of  its  destruction.  In  the  three  years,  1810,  1811, 
1812 ,  forty-one  new  state  banks  were  chartered,  with 
an  aggregate  capital  of  some  thirty-six  millions;  so  that 
about  the  commencement  of  the  war  with  Great  Brit¬ 
ain,  the  total  number  of  banks  in  the  United  States 
was  upwards  of  one  hundred  and  twenty ,  and  the  ag¬ 
gregate  bank  capital,  a  part  of  which,  however,  was 
only  nominal,  about  seventy-six  millions. 

The  government,  out  of  tenderness  for  the  people,  or  a 
tender  regard  for  their  own  popularity,  perhaps  a  mix¬ 
ture  of  both,  had  resolved  to  carry  on  the  war  without 
the  imposition  of  taxes.  They  relied  upon  loans. 
But  the  loan-market  of  Europe  was  shut  against  them; 
and  at  home  a  large  proportion  of  the  monied  men  were 
opposed  to  the  war,  and  not  well  inclined  to  furnish 
the  means  for  carrying  it  on.  The  government  were 
obliged  to  tempt  borrowers  by  the  offer  of  very  advan¬ 
tageous  terms;  and  as  the  war  went  on,  and  their  neces¬ 
sities  increased,  the  terms  they  offered  became  still  more 
favorable.  Even  the  most  tempting  offers  proved  no 
match  for  the  political  prejudices  of  Eastern  capital¬ 
ists, — 'a  most  striking  proof  that  avarice  is  a  passion 
less  strong  than  hate.  But  in  the  Middle  and  South¬ 
ern  States,  where  the  war  was  popular,  those  who  had 
money  or  could  command  it,  were  pushed  by  the 
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double  impulse  of  patriotism  and  interest  to  subscribe 
to  the  government  loans.  In  some  cases,  the  banks 
themselves  became  the  lenders ;  in  most  others,  they 
lent  to  the  individuals,  who  lent  to  the  government. 
Things  went  on  in  this  way  till  after  the  middle  of 
the  year  1814.  The  government  was  then  in  the 
greatest  distress  for  money,  and  more  clamorous  than 
ever  for  loans.  But  the  banks  had  already  gone  to 
the  utmost  limit  of  their  means ;  their  capitals  were  all 
invested  ;  they  had  put  more  notes  into  circulation 
than  they  could  keep  there;  and  provided  they  con¬ 
tinued  to  redeem  those  notes, — that  is,  to  pay  their 
own  debts, — it  would  be  impossible  for  them  to  lend 
the  government  any  more  money,  or  to  enable  individ¬ 
uals  to  lend  it ;  indeed  a  speedy  contraction  of  existing 
loans  was  absolutely  necessary. 

Examples  of  successful  fraud  seldom  lack  imitators. 
In  this  exigency,  the  bank  directors  bethought  them¬ 
selves  of  what  the  Bank  of  England  had  done,  and 
was  still  doing.  They  well  knew  how  profitable  a 
speculation  the  stoppage  of  specie  payment  had  proved 
to  that  bank  ; — it  was  accordingly  suggested  among 
them,  and  the  resolution  was  presently  adopted,  to 
suspend  specie  payments. 

To  carry  this  scheme  into  successful  operation,  it 
was  necessary  first  to  secure  the  tacit  approbation  of 
the  government  ;  for  if  the  government  would  consent 
to  go  on  receiving  their  notes  in  payment  of  all  public 
dues,  it  would  give  them  a  credit,  which  would  sus¬ 
tain  their  circulation.  The  government  was  at  the 
mercy  of  the  banks.  Overwhelmed  with  financial 
distresses  brought  upon  it  by  neglect  to  provide  suffi¬ 
cient  pecuniary  means  for  carrying  on  the  war,  it  had 
no  power  to  refuse ;  for  if  the  banks  did  not  supply 
money,  where  was  it  to  be  had? 

Accordingly  the  government  gave  a  tacit  consent  to 
the  new  arrangement,  and  in  the  month  of  August, 
the  Banks  of  Philadelphia,  Baltimore,  and  New  York, 
by  a  compact  among  their  directors,  suspended  specie 
payments,  simultaneously, — an  example  which,  be- 
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fore  the  end  of  the  year,  was  followed,  with  but  one 
or  two  exceptions,*  by  all  the  banks  of  the  Middle, 
Southern,  and  Western  States. 

This  suspension  of  specie  payments  did  not  extend 
to  New  England.  The  bank  directors  there  did  not 
choose  to  become  parties  to  this  scheme  for  enriching 
themselves,  and  assisting  the  government,  at  the  ex¬ 
pense  of  honesty  and  their  creditors;  nor  would  the 
people,  a  majority  of  whom  were  opposed  to  the  war, 
ever  have  submitted  to  so  outrageous  an  imposition. 
The  Philadelphia  banks  were  understood  to  have 
taken  the  lead  in  this  business  of  the  suspension,  and 
in  imitation  of  what  had  been  done  in  London,  when 
the  Bank  of  England  suspended  payment,  a  public 
meeting  of  merchants  was  held  to  sanction  the  meas¬ 
ure,  and  to  sustain  the  credit  of  the  banks.  As  the 
alleged  motive  of  the  suspension  was  so  very  patri¬ 
otic,  as  the  banks  pledged  themselves  to  resume  upon 
the  return  of  peace,  and  as  the  demand  for  provisions 
and  manufactures,  created  by  the  war,  gave  a  great 
activity  to  business,  the  suspension  was  submitted  to 
by  the  people  without  a  murmur. 

Owing  to  the  extensive  and  very  advantageous 
loans  which  the  banks  had  made  to  the  government, 
the  business  of  banking  had  become  very  profitable, 
and  the  dividends  were  high.  As  always  happens, 
there  was  a  rush  to  participate  in  these  high  profits; 
and  it  thus  came  about,  that  just  about  the  time  of  the 
suspension  of  specie  payments,  a  great  number  of  new 
banks  came  into  existence,  which  thus  commenced 
their  operations,  unrestrained  by  that  necessary  check 
of  payment  on  demand,  by  which  alone  the  issues  of 
a  bank  can  be  safely  regulated.  It  was  about  this 
time  that  the  State  of  Pennsylvania  had  chartered 
thirty-seven  new  banks,  by  a  single  act,  many  of 
which  took  advantage  of  the  suspension  of  specie  pay¬ 
ments  to  go  into  operation  without  any  solid  capital 
whatever.  The  same  causes  gave  rise  to  the  estab- 

*The  Bank  of  Nashville  continued  to  pay  specie  till  August,  1815. 
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lishment  of  new  banks  in  other  states.  Almost  all 
these  institutions,  put  into  operation  during  the  sus¬ 
pension  of  specie  payments,  were  mere  speculative 
concerns,  not  possessed  of  any  substantial  means 
whatever. 

The  suspension,  it  was  said,  was  to  continue  only 
during  the  war.  Peace  came  in  five  months  ;  but  the 
banks  gave  not  the  slightest  indication  of  any  desire 
to  return  to  honest  courses.  The  people,  not  well  ac¬ 
quainted  with  thesubject,  purposely  puzzled  and  misled 
by  the  specious  arguments  of  the  bank  directors,  and 
those  who  were  interested,  or  who  supposed  themselves 
interested,  in  the  continuance  of  the  suspension,  and 
deceived  by  the  apparent  prosperity  of  business,  under 
this  new  system  of  banking,  did  not  move  in  the 
matter.  As  to  the  government,  it  was  still  involved  in 
the  deepest  financial  embarrassment.  The  treasury 
overflowed  with  “unconvertible”  bank  paper;  but 
the  greatest  difficulty  was  experienced  in  meeting  the 
heavy  demands  which  fell  due  in  the  Eastern  States, 
where  nothing  would  be  accepted  in  payment  except 
specie  or  notes  equivalent  to  specie. 

The  banks  therefore  went  on  to  suit  themselves  ; 
and  the  years  1815,  1816,  may  be  well  marked  in  the 
American  calendar,  as  the  jubilee  of  swindlers  and 
the  Saturnalia  of  non-specie-paying  banks.  Through¬ 
out  the  whole  country,  New  England  excepted,  it 
required  no  capital  to  set  up  a  bank.  All  that  was 
wanted  was  a  charter ;  and  influential  politicians 
easily  obtained  charters  from  the  blind  party  confi¬ 
dence  or  interested  votes  of  the  state  legislatures. 

The  banks,  all  through  the  country,  immediately 
commenced  lending  their  paper  to  all  who  could  give 
any  tolerable  security.  This  over  issue  of  notes 
soon  produced  a  depreciation.  Depreciation  produced 
a  rise  in  prices;  the  apparent  value  of  all  kinds  of 
property  suddenly  went  up,  and  the  people  imagined 
they  were  never  growing  rich  so  fast.  Business  and  all 
kinds  of  speculation  were  uncommonly  brisk;  the 
dividends  made  by  the  banks  were  enormous. 
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This  description  does  not  apply  to  New  England. 
None  of  this  artificial  stimulus  was  felt  there.  In  fact, 
that  part  of  the  country  was  subjected  to  a  particular 
depression  ;  for  the  foreign  trade  left  Boston  and  the 
other  New  England  ports,  where  the  duties  were  de¬ 
manded  in  specie  or  notes  equivalent  to  specie,  and 
concentrated  at  Philadelphia,  Baltimore  and  other 
southern  cities,  where  the  currency  in  which  duties 
were  paid  had  depreciated  twenty-five  per  cent  and 
upwards.  Thus,  by  one  of  the  effects  of  this  public 
fraud,  the  New  Englanders  were  punished  for  being 
honest;  and  those  places  in  which  swindling  was 
carried  to  the  greatest  extent,  and  the  greatest  depre¬ 
ciation  in  the  currency  produced,  obtained,  as  the 
reward  of  their  villany,  a  monopoly  of  the  foreign 
trade. 


CHAPTER  XVII. 

Second  Bank  of  the  United,  States.  Resumption  of 
Specie  Payments. 

It  was  during  this  state  of  things  that  the  Second 
Bank  of  the  United  States  came  into  existence.  It  is 
a  remarkable  proof,  if  proof  were  needed,  of  the  in¬ 
consistency  of  politicians,  that  this  bank  was  sus¬ 
tained  and  established  by  those  very  men  who,  five 
or  six  years  before,  had  exerted  every  nerve  to  pre¬ 
vent  the  recharter  of  the  first  National  Bank,  while 
among  its  most  active  opponents  were  the  leaders  of 
the  federal  party  who  had  always  been  the  warmest 
champions  of  the  first  National  Bank.  The  capital 
of  the  new  Bank  was  thirty-five  millions,  and  its 
charter  conformed  in  all  important  particulars  to  that 
of  its  predecessor. 

The  reasons  alleged  for  the  establishment  of  this 
bank  were  principally  two.  First ,  that  experience  had 
proved  the  necessity  of  such  an  institution  for  the  con- 
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venient  management  of  the  public  finances.  Second , 
that  a  national  bank  was  a  means,  and  the  only 
means,  of  securing  the  restoration  of  specie  payments. 

Both  these  reasons  seem  to  have  been  quite  desti¬ 
tute  of  foundation. 

1.  Experience  had  not  proved  the  necessity  of  such 
an  institution  for  the  convenient  management  of  the 
public  finances.  From  the  closing  of  the  first  Bank, 
to  the  year  1813,  no  difficulty  had  been  experienced 
in  the  management  of  the  finances;  and  the  difficul¬ 
ties  afterwards  encountered,  grew  out  of  the  simple 
fact,  that  the  government  spent  money  a  great  deal 
faster  than  it  was  collected  or  borrowed, — a  pretty 
certain  cause  of  embarrassment  to  all  finances,  both 
public  and  private. 

2.  There  was  a  sure  and  simple  means  of  compel¬ 
ling  the  resumption  of  specie  payments  whenever 
Congress  saw  fit.  It  was  only  necessary  to  pass  a 
resolution  that  nothing  should  be  received  in  payment 
of  the  public  dues  but  specie,  or  the  notes  of  specie¬ 
paying  banks.  Such  a  resolution  was  passed,  to  take 
effect  a  few  days  before  the  Bank  commenced  its  reg¬ 
ular  operations  ;  and  it  was  that  resolution,  and  that 
resolution  alone,  which  compelled  the  resumption  of 
specie  payments,  which  took  place  on  the  part  of  the 
principal  state  banks,  on  the  20th  of  February,  1817. 

Yet  it  cannot  be  denied  that  the  government  did 
gain  several  considerable  advantages  from  the  estab¬ 
lishment  of  the  bank. 

First.  There  was  the  bonus,  which  at  that  moment 
was  a  very  convenient  aid  to  the  treasury.  Second. 
Three  fourths  of  the  private  subscriptions  to  the  bank 
were  made  in  government  slocks,  and  a  demand  was 
thus  created  which  brought  them  up  to  par.  This 
had  not  been  the  case  before,  since  the  commence¬ 
ment  of  the  war.  Thirdly.  The  bank  having  thus 
become  the  proprietor  of  twenty-two  millions  of  pub¬ 
lic  stocks,  the  directors  consented  to  receive  payment 
of  thirteen  millions  of  those  stocks  in  the  notes  of  non¬ 
specie  paying  banks,  a  sort  of  money  with  which  the 
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treasury  was  flooded,  but  which  the  other  holders  of 
stocks  would  not  consent  to  take.  This  was  a  great 
aid  and  relief  to  the  finances. 


CHAPTER  XVIII. 

The  early  management  of  the  second  Bank  of  the 
United  States. 

The  second  Bank  of  the  United  States,  like  the 
first,  and  as  all  such  banks  of  necessity  always  must 
be,  was  in  its  origin  quite  as  much  a  political  and  a 
party,  as  a  mercantile  institution ;  and  the  history  of 
its  early  management  furnishes  an  instructive  lesson. 
By  contrivance  in  the  distribution  of  the  stock,  a 
very  large  portion  of  it  was  originally  taken  by  cer¬ 
tain  speculating  politicians  of  limited  capital,  who 
managed  also  to  obtain  the  control  of  the  affairs  of 
the  Bank,  by  holding  their  shares  in  the  names  of 
several  persons,  thus  evading  the  provision  of  the 
charter  which  prohibited  any  individual,  partnership, 
or  corporation,  from  having  more  than  thirty  votes, 
and  in  fact  turning  that  provision  into  a  means  where¬ 
by  a  minority  of  the  stockholders,  both  in  number  and 
value,  obtained  the  entire  management  of  the  Bank. 
These  speculating  stockholders,  having  appointed 
directors  to  suit  themselves,  next  obtained  a  vote  of 
that  board,  authorizing  discounts  on  stock,  so  that  they 
were  enabled  to  pay  up  the  second  and  third  instal¬ 
ments  of  the  capital  of  the  Bank  with  the  proceeds 
of  their  own  discounted  notes,  and  even  to  draw  out, 
on  the  same  security,  the  first  instalment  which  had 
been  paid  in  before  the  Bank  commenced  operations. 
In  this  way,  persons  of  little  or  no  capital  were  ena¬ 
bled  to  continue  large  stockholders  in  the  Bank,  and 
to  wait  the  opportunity  of  selling  out  at  an  advance. 


AND  PAPER  CURRENCIES. 


71 


In  order  to  create  that  advance,  every  means  was 
taken  to  raise  the  discounts  and  circulation  of  the 
Bank  to  a  level  with  those  of  the  local  banks,  for  the 
purpose  of  curtailing  whose  excessive  issues,  and  thus 
re-establishing  the  system  of  specie  payments,  this 
institution  had  been  professedly  created. 

It  thus  happened  that  as  fast  as  the  local  banks 
drew  in  their  notes,  the  gap  was  supplied  by  those  of 
the  National  Bank.  The  resumption  of  specie  pay¬ 
ments  under  these  circumstances  was  rather  nominal 
than  real,  for,  from  the  very  commencement  of  its 
operations,  owing  to  the  excess  of  paper  in  circula¬ 
tion,  there  was  a  constant  run  upon  the  Bank  for  spe¬ 
cie.  That  part  of  the  capital  originally  paid  in  coin 
was  soon  exhausted,  and  the  run  was  only  sustained  by 
selling  in  Europe  the  government  stocks  held  by  the 
Bank,  and  importing  specie  at  a  loss,  a  process  which 
evidently  could  not  go  on  long.  In  the  South  and 
West,  the  early  operations  of  the  Bank  tended  to  in¬ 
crease  rather  than  to  diminish  the  amount  of  local 
bank  paper  in  circulation.  The  branches  in  that 
part  of  the  country  suffered  large  amounts  of  the  lo¬ 
cal  bank  paper  to  accumulate  in  their  hands,  the  local 
banks  paying  interest  thereon ;  and  every  where  a 
dangerous  indulgence  was  allowed  the  local  banks  in 
the  payment  of  those  balances  which  the  receipt  of 
the  public  revenue  by  the  Bank  of  the  United  States 
created  against  them. 

Such  Avas  the  effect  of  this  system  in  the  West,  that 
great  numbers  of  neAV  banks  were  created.  Thus  in 
Kentucky,  forty-three  banks,  knoAvn  as  the  Indepen¬ 
dent  Banks,  by  way  of  distinguishing  them  from  the 
State  Bank  and  its  branches,  were  incorporated  by  a 
single  act.  The  greater  part  of  them  Avent  into  opera¬ 
tion,  but  without  any  solid  capital  Avhatever.  A  like 
increase  of  banking  institutions  took  place  in  Ten¬ 
nessee,  Ohio,  and  the  other  Western  States.  All  these 
institutions  were  Arery  short-lived.  They  were  all 
nominally  specie-paying  banks,  but  their  ability  to 
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pay  specie,  and  at  the  same  time  their  existence,  came 
to  a  very  speedy  termination. 

Matters  went  oil  in  this  way  till  July,  1818,  or 
about  a  year  and  a  half  from  the  commencement  of 
the  operations  of  the  new  National  Bank.  By  this 
time,  its  loans  had  reached  the  amount  of  forty-three 
millions,  independent  of  its  government  stocks.  Its 
circulation  was  upwards  of  ten  millions.  The  hank 
stock  had  been  raised  to  a  premium  of  56  per  cent  as 
early  as  August,  1817.  Since  that  time  it  had  been 
on  the  decline.  To  sustain  its  operations,  within  the 
year  preceding,  the  Bank  had  imported  upwards  of 
seven  millions  of  specie,  at  an  expense  of  $500,000 ; 
the  greater  part  of  which  had  been  instantly  drawn 
out  of  the  Bank,  and  exported  again. 

That  matters  could  not  go  on  much  longer  in  this 
way,  became  evident  even  to  those  by  whose  indiscre¬ 
tion  and  interested  recklessness,  this  state  of  things 
had  been  produced.  A  violent  and  rapid  course  of 
curtailment  was  instantly  ordered  and  put  into  exe¬ 
cution.  From  the  operation  of  this  curtailment,  how¬ 
ever,  the  stock  notes  were  excepted,  and  the  whole  of 
it  fell  upon  the  business  paper,  producing  the  greatest 
pressure  and  distress  among  the  mercantile  classes. 

This  distress  led  to  an  investigation  of  the  man¬ 
agement  of  the  Bank  by  a  committee  of  Congress. 
The  committee  made  a  report  on  the  16th  of  January, 
1819.  This  document  contains  a  detail  of  the  pro¬ 
ceedings  of  the  institution  up  to  that  time.  It  con¬ 
cludes  by  declaring  that  the  Bank  had  violated  its 
charter  in  several  particulars.  A  motion  was  made 
in  the  House,  that  a  scire  facias  should  be  issued 
against  the  Bank,  to  show  cause  why  its  charter  should 
not  be  rescinded ;  and  another  motion  was  made  to 
repeal  the  act  of  incorporation.  Both  these  motions 
failed  by  a  large  majority.  Had  they  been  carried, 
they  would  only  have  added  to  the  distress  and  con¬ 
fusion  of  the  time. 

Immediately  after  this  report,  the  stock  of  the 
Bank  fell  to  97,  and  Mr.  Jones,  the  president,  resigned 
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his  office.  Mr.  Cheves,  of  South  Carolina,  was  cho¬ 
sen  his  successor,  but  it  was  not  till  the  6th  of  March, 
1819,  that  he  arrived  at  Philadelphia,  and  entered  on 
the  discharge  of  his  official  duties. 

The  Bank  had  suffered  not  only  from  bad  manage¬ 
ment,  but  from  downright  fraud  on  the  part  of  its  own 
agents.  The  branch  at  Baltimore  was  managed  ex¬ 
clusively  by  persons  who  had  had  a  principal  hand 
in  bringing  the  general  affairs  of  the  Bank  into  the 
condition  in  which  they  now  stood.  These  persons, 
not  content  with  the  enormous  loans  they  obtained 
under  the  system  of  discounting  stock  notes  already 
mentioned,  had  drawn  out  of  the  branch,  without  any 
authority,  and  without  the  knowledge  of  any  body 
except  the  president  and  cashier,  upwards  of  three- 
millions  of  dollars,  the  greater  part  without  any  secu¬ 
rity  whatever,  and  more  than  half  of  which  was  ulti¬ 
mately  lost  to  the  Bank.  The  losses  sustained,  up  to 
the  time  at  which  Mr.  Cheves  assumed  the  manage¬ 
ment  of  affairs,  amounted  to  upwards  of  three  mil¬ 
lions  and  a  half, — a  sum  which  exceeded  by  half  a 
million  all  the  nominal  profits  derived,  during  the 
same  time,  from  the  immense  business  which  the 
Bank  had  transacted. 

At  that  moment,  it  was  no  longer  a  mere  question  of 
profit  or  loss,  but  whether  the  Bank  should  stand  or 
fall.  Notwithstanding  all  the  curtailments  which  had 
been  made,  the  pressure  upon  it  was  more  severe  than 
ever,  and  a  suspension  of  specie  payments  was  gen¬ 
erally  talked  of.  Large  amounts  of  specie  had  been 
drawn  from  the  West,  but  the  coin  in  the  vaults  of 
the  Bank  was  still  at  a  very  low  ebb.  Mr.  Cheves 
adopted  energetic  measures.  The  southern  and  west¬ 
ern  offices  were  ordered  to  issue  no  more  notes,  and 
the  Bank  ceased  to  purchase  or  collect  exchange  on 
the  South  and  West.  At  a  special  meeting  of  the 
board  of  directors,  it  was  ordered,  that  the  curtail¬ 
ments  already  directed  should  be  continued;  that  the 
balances  due  from  the  local  banks  should  be  collected ; 
that  a  loan  in  Europe  should  be  negotiated  of  two 
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millions  and  a  half,  for  three  years,  and  that  cer¬ 
tain  indulgences  should  be  claimed  of  the  govern¬ 
ment  relative  to  the  transfer  and  payment  ol  public 
moneys. 

These  measures,  diligently  followed  up,  sufficed  in 
a  short  time  to  place  the  Bank  in  a  condition  of  secu¬ 
rity  ;  but  they  were  attended  with  most  disastrous 
consequences  to  those  individuals  and  institutions, 
which,  by  the  ill-judged  indulgence  of  the  two  pre¬ 
ceding  years,  had  become  large  debtors  to  the  Bank. 
This  was  in  fact  the  true  era  of  the  resumption  of 
specie  payments.  It  was  now  for  the  first  time,  since 
the  suspension  in  1S14,  that  the  paper  currency  was 
so  far  reduced  in  quantity  as  to  bring  it  to  a  par  with 
specie.  During  the  preceding  depreciation,  and  in 
consequence  of  it,  there  had  been  a  great  rise  of  prices, 
which  now  sunk  to  a  specie  level.  This  universal 
fall  of  prices  was  in  itself  sufficient  to  cause  univer¬ 
sal  distress.  Add  to  this,  the  sudden  reduction  in  the 
amount  of  bank  accommodations  caused  by  the  fail¬ 
ure  of  many  banks,  and  the  curtailment  of  the  rest. 

But  these  two  causes,  though  sufficient  to  have  pro¬ 
duced  a  mercantile  convulsion  of  the  greatest  sever¬ 
ity,  were  but  transitory  in  their  character.  There 
were  other  causes  which  came  into  operation  about 
the  same  time,  of  a  more  permanent  kind,  which  not 
only  contributed  to  aggravate  the  distress  of  the  mo¬ 
ment,  but  which  extended  that  distress  over  the  ten 
following  years.  These  causes  we  will  consider  in 
the  next  chapter. 
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CHAPTER  XIX. 

The  Commercial  Crisis  of  1819. 

During  the  year  1819,  and  coincident  with  the 
substantial  resumption  of  specie  payments  by  the 
principal  banks  of  the  United  States,  the  country  be¬ 
gan  severely  to  feel  the  consequences  of  a  great 
revolution,  which  had  taken  place  in  her  economical 
position.  That  revolution  grew  out  of  a  cause  over 
which  it  was  impossible  for  America  to  exercise  any 
control,  the  change,  namely,  from  war  to  peace,  which 
took  place  throughout  Europe  in  1815. 

Ever  since  the  year  1793,  that  is,  ever  since  the 
revival  of  the  trade  and  industry  of  the  country  after 
the  torpor  and  exhaustion  which  had  followed  the  re¬ 
volutionary  war,  the  great  struggle  going  on  in  Europe 
had  kept  open  a  brisk  market  for  American  products. 
Those  products  at  that  time  consisted  principally  of 
bread-stuffs  and  other  provisions.  The  export  of 
tobacco  had  remained  stationary  ever  since  the  com¬ 
mencement  of  the  Revolution,  and  cotton  was  but  just 
beginning  to  attain  that  importance  which  it  has  since 
assumed.  Of  these  exports,  New  York,  Pennsylvania, 
Maryland,  and  the  grain-growing  part  of  Virginia, 
furnished  a  large  portion,  while  Kentucky  and  Ohio 
contributed  their  share;  and  as,  throughout  this  whole 
region,  wheat  formed  the  great  staple  of  exportation, 
the  price  of  flour  may  be  said  to  have  regulated  the 
value  of  properly. 

New  England,  though  not  a  grain-producing  coun¬ 
try,  participated  to  the  full  in  the  temporary  ad¬ 
vantages  which  grew  out  of  the  state  of  things  in 
Europe.  Her  shipping  increased  with  a  remarkable 
rapidity;  freights  were  constantly  high;  and  not  only 
did  her  vessels  carry  a  large  proportion  of  the  Ame¬ 
rican  exports  to  Europe,  but  they  were  extensively 
engaged  in  a  lucrative  carrying  trade  through  the 


76 


BANKS,  BANKING, 

ports  of  the  United  States,  between  Europe  and  the 
rest  of  the  world. 

The  embargo,  the  non-intercourse,  and  the  war  with 
Great  Britain,  gave  a  shock  to  the  system  of  produc¬ 
tion  and  trade,  above  described.  This  shock  was 
most  severely  felt  by  the  navigating  interest  of  New 
England,  and  that  branch  of  business  suddenly  ceased 
to  afford  the  great  profits  it  had  so  long  given.  But 
these  same  causes  led  to  the  establishment  of  do¬ 
mestic  manufactures,  which  opened  new  investments 
for  capital,  and  a  new  market  for  agricultural  produce, 
while  the  war  with  Great  Britain  created  a  vast  de¬ 
mand  on  the  part  of  our  own  government  for  manu¬ 
factures  and  provisions,  which,  while  it  lasted,  gave 
these  articles  a  high  value,  and  greatly  stimulated 
their  production. 

Upon  the  return  of  the  general  peace  in  18T 5,  the 
ship-owners,  merchants,  and  farmers  of  the  United 
States,  not  considering  what  changes  that  peace  must 
necessarily  bring  with  it,  took  their  measures  as  if 
things  were  again  to  be  restored  to  the  state  they  were 
in  prior  to  the  embargo.  They  were  the  more  con¬ 
firmed  in  this  error  because  the  consequences  of  the 
new  state  of  things  were  not  immediately  felt.  The 
vast  armies  of  Europe  were  not  at  once  reduced  to  a 
peace  establishment;  ships  could  not  be  built  and 
manned  in  a  moment;  nor  could  the  home  production 
be  at  once  increased.  Even  the  expenditures  of  our 
own  government,  for  some  time  after  the  peace,  re¬ 
mained  at  the  war  level. 

But  by  the  year  1818,  the  great  foreign  demand  for 
bread-stuffs,  which  had  so  long  cherished  the  industry 
of  the  grain-producing  states,  and  had  raised  the  price 
of  lands  to  so  high  a  level,  was  seen  to  be  falling 
away;  and  even  the  home  demand  which  the  recent 
establishment  of  domestic  manufactures  had  created, 
began  to  drop  off,  owing  to  the  manufacturers  being 
undersold  by  their  foreign  competitors,  and  so  com¬ 
pelled  to  relinquish  their  business. 

This  was  the  great  and  permanent  cause  of  that  de- 


AND  PAPER  CURRENCIES. 


77 


predation  under  which  the  value  of  property,  in  a  large 
portion  of  the  country,  suffered  for  more  than  ten  years 
succeeding  1819.  All  the  confusion  and  loss  which 
could  have  been  occasioned  by  any  possible  derange¬ 
ment  of  the  currency,  could  only  have  been  tempo¬ 
rary.  Such  a  derangement  might  have  produced  most 
unjust  and  distressing  transfers  of  property  from  one 
individual  to  another,  but  it  could  not  in  any  way 
have  diminished  the  property  of  the  country.  What¬ 
ever  changes  it  might  have  made  in  the  distribution 
of  existing  wealth,  it  could  not  have  lessened  its 
amount.  But  the  cause  of  which  we  have  just  given 
an  account,  had  a  much  more  fatal  operation.  By 
reducing  to  a  low  ebb  the  value  of  agricultural  pro¬ 
duce,  it  had  a  most  sinister  effect  upon  the  value  of 
the  land  and  labor  employed  in  its  production. 

This  depreciation  was  of  course  most  felt  by  those 
lands  most  distant  from  a  market,  and  whose  produce 
paid  the  heaviest  charges  of  transportation.  These 
charges  became  sufficient  to  swallow  up  the  whole 
price.  Landed  property  in  Kentucky  and  the  West, 
which  during  the  war  had  reached  a  high  value,  now 
became  almost  worthless.  This  was  the  real  source 
of  the  poverty  and  pecuniary  distresses  of  these  states. 
This  was  the  true  cause  of  the  irretrievable  failure 
even  of  those  western  banks  which  at  one  time  had 
possessed  a  solid  capital.  Their  debtors,  by  the  sud¬ 
den  depreciation  of  almost  the  only  kind  of  property 
which  the  country  possessed,  were  reduced  to  a  state 
of  bankruptcy,  and  the  banks  were  of  necessity  in¬ 
volved  in  the  same  calamity.  Hence  it  was,  too,  that 
even  those  banks  of  the  West  which  were  able  to  re¬ 
sist  the  shock  of  1819,  were  still,  in  the  course  of  two 
or  three  years  after,  obliged  to  stop  payment,  and  wind 
up  their  affairs.  Hence,  and  not  merely  from  a  derange¬ 
ment  of  the  currency,  grew  the  stop  laws  and  tender 
laws  of  the  Western  States,  as  well  as  the  establish¬ 
ment  of  those  public  loan  offices,  or  Commonwealth 
Banks,  as  they  were  called,  empowered  to  issue 
bills  payable  only  at  the  pleasure  of  the  State,  and 
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which  the  creditor  was  obliged  to  accept,  or  to  lose 
his  debt  altogether.  No  doubt  the  people  of  those 
States  had  run  into  many  wild  speculations,  and  had 
heedlessly  involved  themselves  in  vast  debts;  but 
those  debts  might  still  have  been  paid,  had  the  re¬ 
sources,  upon  the  strength  of  which  they  were  con¬ 
tracted,  remained  entire.  It  was  the  sudden  and 
great  depreciation  in  the  value  of  landed  property, 
almost  the  only  kind  of  property  in  that  part  of  the 
country,  which  involved  the  whole  West  in  a  sort  of 
universal  bankruptcy. 

The  operation  of  the  same  causes  was  felt  with 
great  severity  in  the  Atlantic  States.  But  as  their 
capital  was  greater,  and  their  resources  more  varied, 
the  consequences  were  not  so  disastrous.  The  greater 
portion  of  the  banks, — of  those  at  least  that  were  in 
operation  before  the  suspension  of  specie  payments, — 
were  able  to  sustain  themselves ;  nor  was  there  any 
occasion  for  having  recourse  to  such  desperate  remedies 
as  stop  laws  and  tender  laws. 


CHAPTER  XX. 

Banking  in  America  from  1819  to  1830. 

For  three  or  four  years  immediately  succeeding  the 
commercial  crisis  of  1819,  the  trade  and  industry  of 
the  country  continued  in  a  very  inert  and  torpid  state. 
The  farmers  found  the  greatest  difficulty  in  disposing 
of  their  agricultural  produce,  and  the  manufacturers 
were  loud  in  their  complaints,  and  frequent  in  their 
applications  to  Congress  for  aid  and  protection.  The 
low  state  to  which  trade  was  reduced  is  sufficiently 
evident  from  the  fact,  that,  at  the  end  of  1823,  the  cir¬ 
culation  of  the  Bank  of  the  United  States  hardly  ex¬ 
ceeded  four  millions  of  dollars. 

As  it  was  the  state  of  things  in  Europe  that  had 
produced  the  disastrous  change  in  the  value  of  Ame¬ 
rican  property  which  took  place  in  the  year  1819,  so 
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the  state  of  trade  and  industry  there,  must  always 
have  a  powerful  influence  here.  Some  account  of 
the  English  speculations  in  1825,  and  of  the  crisis  to 
which  they  led.  have  already  been  given.  The  influ¬ 
ence  of  those  speculations  extended  to  this  country, 
and  caused  a  rise  of  prices  here  in  many  articles 
of  trade,  particularly  in  cotton,  which  was  one  of  the 
many  subjects  of  British  speculation  at  that  time. 
An  idea  was  started  that  the  demand  for  raw  cotton 
was  about  greatly  to  exceed  the  capacities  of  supply ; 
the  price  in  consequence  ran  up  to  an  extravagant 
rate;  and  many  American  merchants,  particularly  in 
New  York,  purchased  very  largely  at  the  high  prices, 
in  hopes  to  sell  still  higher.  This  rise  in  prices  was 
not  confined  to  cotton,  but  extended  to  many  other 
articles. 

A  great  many  projects  for  incorporated  companies 
were  set  on  foot  in  New  York,  which  bore  a  strong 
family  resemblance  to  the  English  joint-stock  compa¬ 
nies  of  the  same  period.  These  speculations,  of  vari¬ 
ous  sorts,  were  most  rife  in  the  months  of  May  and 
June,  1825.  But  presently  news  arrived  that  prices 
in  England  had  begun  to  fall,  and  every  arrival  re¬ 
ported  that  fall  to  be  greater  and  greater.  By  No¬ 
vember  and  December  the  panic  and  distress  among 
the  speculators  was  very  great,  and  many  failures 
took  place.  The  exchanges  became  unfavorable, 
specie  began  to  be  shipped,  and  some  of  the  banks 
were  in  great  danger.  Mr.  Biddle,  who  had  then 
become  the  president  of  the  Bank  of  the  United  States, 
satisfied  that  the  alarm  was  much  greater  than  the 
danger,  adopted  the  bold  policy  of  increasing  the 
loans  of  the  branch  at  New  York  in  the  very  face  of 
the  panic.  The  aid  thus  afforded  enabled  many 
merchants,  who  otherwise  might  have  failed,  to  sus¬ 
tain  themselves.  In  a  short  time  prices  and  trade 
subsided  into  pretty  much  the  state  they  were  in,  pre¬ 
vious  to  this  temporary  and  artificial  excitement.  The 
effect  of  this  rise  and  fall  of  prices  was  principally  felt 
in  the  commercial  cities  and  the  cotton-growing 
states. 
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In  1824  the  first  protective  tariff  had  been  enacted, 
at  least  the  first  that  went  beyond  the  meagre  provi¬ 
sions  of  the  tariff  of  1816.  This  led  to  the  investment 
of  large  sums  in  manufacturing  establishments,  par¬ 
ticularly  in  New  England.  These  investments  were 
not  always  very  judiciously  made,  and  as  the  new 
establishments  did  not  sufficiently  consult  variety, 
but  all  manufactured  pretty  much  the  same  sort  of 
goods,  in  a  short  time  they  overstocked  the  market. 
Towards  the  end  of  1828,  a  glut  of  cotton  and  wool¬ 
len  goods  took  place,  which  produced  a  great  fall  in 
prices.  As  the  manufacturers  in  general  had  but 
small  capitals,  they  were  unable  to  withstand  the 
shock;  many  of  them  failed ;  a  sort  of  panic  followed ; 
and  for  a  short  time  manufacturing  property  became 
almost  worthless.  The  effect  of  this  panic  was  prin¬ 
cipally  confined  to  the  New  England  States,  though 
it  was  felt  also  to  a  considerable  degree  in  New  York 
and  Philadelphia,  where  the  merchants  had  been 
thrown  into  difficulties  by  an  excessive  importation 
of  foreign  goods  in  anticipation  of  the  tariff  of  1828  ; 
an  importation  which  contributed  also  to  the  glut 
above  mentioned. 

The  troubles  of  1825  and  1828  have  been  often 
ascribed  to  the  operations  of  the  banks,  according  to  a 
theory  which  imagines  that  all  commercial  fluctua¬ 
tions  grow  out  of  banking  mismanagements.  How 
unfounded  that  theory  is,  we  shall  take  occasion  to 
explain  at  length  in  another  chapter. 

Although  the  twelve  years  that  succeeded  the  great 
crisis  of  1818-19,  cannot  with  any  propriety  be  re¬ 
garded  as  years  of  prosperity,  and  although  they  pre¬ 
sent  occasional  intervals  of  great  depression,  still,  with 
the  population  of  the  country,  its  capital  also  greatly 
increased  in  the  interval.  The  Bank  of  the  United 
States  gradually  extended  its  business,  and  in  April, 
1830,  its  circulation  amounted  to  about  sixteen  mil¬ 
lions  of  dollars.  Its  notes  indeed  formed  almost  the 
only  currency  of  the  Western  States,  where  all  the 
local  banks,  with  but  two  or  three  exceptions,  had 
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been  obliged,  by  the  force  of  causes  heretofore  men¬ 
tioned,  to  suspend  payment  and  wind  up  their  affairs. 
Kentucky  had  but  just  escaped  from  the  political 
struggle  between  the  friends  and  opponents  of  tender 
and  stop  laws,  which  at  one  time  threatened  to  in¬ 
volve  her  in  a  civil  war;  and  in  all  the  Western 
States  the  prejudice  against  banks,  growing  out  of  the 
events  of  1819  and  the  following  years,  was  still  very 
strong,  and  had  prevented  the  incorporation  of  any 
local  institutions.  This  circumstance  proved  of  great 
advantage  to  the  National  Bank,  giving  it  a  monopoly 
of  the  circulation  of  the  West,  of  which  the  population 
and  the  business  were  now  rapidly  increasing.  The 
same  horror  of  new  banks  prevailed  for  some  time 
in  the  Middle  and  Southern  States,  but  it  gradu¬ 
ally  subsided,  and  influential  politicians  presently 
began  to  procure  charters.  In  New  England,  where, 
from  the  first,  the  banking  system  has  been  compara¬ 
tively  free  and  open,  the  banks  continued  regularly  to 
multiply  as  they  always  had  done.  In  New  York, 
about  this  lime,  as  a  preservative  against  the  evil  of 
bank  failures,  the  safety  fund  system  was  devised. 
It  is  as  follows.  All  the  banks  chartered  under 
the  safety  fund  act,  or  whose  charters  have  since 
been  renewed,  are  obliged  to  contribute  annually  to 
a  fund,  out  of  which,  should  any  of  these  banks  fail, 
their  notes  are  to  be  redeemed..  By  the  same  act, 
bank  commissioners  were  created,  whose  duty  it  is  to 
visit  the  banks  and  see  that  they  conform  to  the  laws 
established  for  their  regulation.  These  provisions 
have  a  certain  degree  of  utility,  but,  as  we  shall  see 
hereafter,  they  do  not  by  any  means  provide  the 
highest  attainable  security. 

At  the  beginning  of  1830,  the  number  of  banks  in 
the  United  States,  including  the  National  Bank, 
exceeded  three  hundred  and  thirty ,  with  a  capital  of 
one  hundred  and  forty-five  millions.  Of  these  banks, 
one  hundred  and  seventy ,  with  a  capital  of  thirty-six 
millions ,  were  to  be  found  in  New  England. 
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CHAPTER  XXL 

The  Controversy  touching  the  Re-charter  of  the  second 
Bank  of  the  United  States. 

About  the  year  1S30,  there  commenced  a  new  era 
in  the  history  of  American  trade  and  industry.  Many 
circumstances  combined  to  give  them  a  fresh  and 
powerful  impulse.  Time  had  now  elapsed  for  a  new 
system  of  production,  adapted  to  the  existing  state  of 
demand,  to  grow  up  in  place  of  that  which  had  been 
so  suddenly  and  rudely  overturned  by  the  cessation 
of  the  European  war.  Since  the  peace,  the  popula¬ 
tion  of  Europe  and  of  the  United  States  had  greatly 
increased,  opening  new  sources  of  demand,  and  new 
channels  of  trade.  The  growth  of  domestic  manu¬ 
factures  in  the  United  States,  not  only  gave  room  for 
the  employment  of  many  hands  which  otherwise 
would  have  been  idle,  or  would  have  labored  to  much 
less  advantage,  but  it  created  a  steady  and  increasing 
market  for  a  great  amount  of  agricultural  and  raw 
produce.  The  construction  of  the  Erie  canal  not  only 
opened  to  the  interior  the  means  of  supplying  this 
new  market,  but  it  gave  rise  to  many  similar  enter¬ 
prises,  which  created  new  demands  for  labor  and  new 
markets  for  the  farmers.  At  this  time  too  com¬ 
menced  that  abundant  influx  of  British  capital  which 
has  since  been  increased  to  so  great  an  amount,  prin¬ 
cipally  by  loans  negotiated  upon  the  credit  of  the  in¬ 
dividual  states.  At  the  same  time  with  this  influx  of 
foreign  capital,  the  rapid  discharge  of  the  public  debt 
set  free  a  large  amount  of  domestic  capital  for  new 
investments. 

The  impulse  to  trade  and  industry,  slight  at  first, 
gradually  increased,  till  the  country  reached  a  high 
point  of  prosperity.  Within  the  ten  years  since  the 
commencement  of  1830,  this  prosperity  has  indeed 
received  two  considerable  checks.  These  checks, 
however,  were  but  of  a  temporary  nature ;  and  though 
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alarming  for  the  time,  and  distressing  and  ruinous  to 
individuals,  no  protracted  season  of  languor  and  in¬ 
activity  is  likely  to  follow.  Industry  will  soon  re¬ 
cover  its  energies,  and  trade  will  start  again  with 
fresh  activity. 

It  is  not  to  be  expected  that  the  business  of  the 
country  will  continue  to  increase  with  the  same  rapid 
progression  which  it  has  exhibited  within  six  years 
past.  The  foreign  loans  which  have  poured  so  much 
capital  into  America,  are  beginning  to  be  obtained 
with  greater  difficulty, — the  improvement  in  trade 
having  opened  new  and  profitable  means  of  invest¬ 
ment  at  home.  The  public  debt  is  paid  off,  and  no 
further  additions  to  the  active  capital  of  the  country 
is  to  be  expected  from  that  source. 

But  though  its  progress  may  not  be  so  rapid,  busi¬ 
ness  will  still  continue  to  increase ;  and  unless  war 
returns  to  break  up  the  existing  relations  of  supply 
and  demand,  to  curse  the  earth  and  barbarize  iis  in¬ 
habitants,  the  science  and  industry  of  the  present  age 
will  accumulate  stores  of  wealth,  and  means  of  com¬ 
fort  and  pleasure,  hitherto  unknown. 

The  two  checks  of  which  we  have  above  spoken, 
were  mainly  caused  by  an  intermixture  of  politics 
with  the  business  of  banking;  and  their  history  de¬ 
serves  to  be  carefully  related. 

The  successors  of  that  political  party  by  which  the 
second  Bank  of  the  United  States  had  been  chartered, 
at  least  those  who  claimed  to  be  the  successors, — for 
there  had  been  divers  schisms  in  the  political  church, 
— remained  in  power  till  1829;  and  during  all  that 
period  there  was  the  most  perfect  harmony  and  good 
understanding  between  the  government  and  the  bank. 

But  now  happened  an  event,  the  same  which  had 
happened  in  the  case  of  the  first  bank  ;  and  the  same 
which  is  liable  and  almost  certain  to  happen  in  case 
of  every  bank  which  is  regarded  as  a  national  or  pub¬ 
lic  institution,  or  which  is  or  can  be  connected  in  any 
way  with  party  politics.  A  change  took  place  in  the 
national  administration,  which  did  not  extend  to  the 
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bank ;  the  government  were  of  one  party  in  polities, 
and  those  who  controlled  the  bank,  of  another. 

Unluckily  for  the  bank,  its  charter  was  about  to 
expire.  The  possession  of  the  charter  was  in  tact  a 
; privilege ,  and  was  so  regarded  on  all  hands.  Now  he 
must  be  little  versed  in  the  history  of  politics,  who 
does  not  know  that  a  prevailing  political  party  looks 
upon  all  privileges,  in  the  power  of  the  government 
to  grant,  as  a  part  of  the  lawful  spoils  of  political  vic¬ 
tory  ;  in  fact,  as  their  sole  property.  Without  attempt¬ 
ing  to  pry  into  cabinet  and  party  secrets,  not  yet 
developed,  it  may  be  safely  allirmed,  that  the  Presi¬ 
dent’s  messages,  and  other  public  documents,  contain 
evidence  sufficient  to  satisfy  any  candid  man,  that  the 
leaders  of  the  prevailing  party  early  resolved  to  refuse 
a  new  charter  to  the  old  bank, — not  because  they 
were  abstractly  opposed  to  a  national  bank, — but  for 
the  purpose  of  creating  a  new  bank,  the  stock  of 
which  might  be  shared  among  their  friends  and  par¬ 
tisans. 

In  such  a  project  there  was  nothing  criminal.  It 
was  most  amply  justified  by  the  practice  of  all  our 
legislative  bodies,  which  have  ever  been  in  the  con¬ 
stant  habit  of  confining  the  grant  of  bank  charters  to 
influential  persons  of  the  prevailing  political  party; 
and  it  was  more  or  less  openly  encouraged  by  nu¬ 
merous  capitalists  in  all  our  cities,  who  had  no  stock 
in  the  old  bank,  but  who  hoped  to  be  allowed  some  in 
the  new  one;  though  many  of  these  same  persons, 
when  they  found  it  impossible  to  get  a  new  bank, 
saw  fit  to  come  out  as  the  most  firm  and  vehement 
advocates  of  the  very  institution  they  had  plotted  to 
destroy. 

The  first  Bank  of  the  United  States  had  long  fore¬ 
seen  the  destiny  that  awaited  it.  It  made  hardly  a 
serious  effort  to  procure  a  recharter;  and  submitted 
to  its  fate  with  the  apathy  of  despair.  Not  so  the 
second  Bank.  Confident  in  its  wealth,  its  influence, 
its  popularity,  and  the  weight  of  talent  engaged  upon 
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its  side,  it  defied  its  enemies,  and  took  the  field  against 
them. 

There  were  many  reasons  why  the  bank  might 
hope  for  success.  Of  late  years,  it  had  been  conducted 
with  distinguished  ability,  and  its  credit  had  become 
well  established  throughout  the  whole  mercantile 
world.  It  had  furnished  the  western  country  with  a 
sound  and  stable  currency,  and  had  recommended 
itself  to  the  good  graces  of  many  people  most  hostile 
to  banks  in  general.  Its  business  was  so  extensive, 
that  vast  numbers  of  persons  who  depended  upon  it 
for  loans,  were  led  to  sustain  it,  as  much  by  interest 
as  affection;  and  the  bank  took  great  credit  to  itself 
for  the  “  regulation  ’  of  the  currency,  and  the  economy 
and  success  with  which  it  had  conducted  the  business 
of  domestic  exchanges.  In  fact,  it  had  purchased 
golden  opinions  from  all  kinds  of  people;  and  it  was 
argued  with  irresistible  force,  that  if  a  national  bank 
were  necessary, — which  at  that  time  seemed  to  be  ad¬ 
mitted  on  all  hands, — it  was  much  better  to  continue 
the  old  one,  which  had  been  tried  and  proved,  than  to 
create  a  new  one,  merely  for  the  sake  of  a  new  distri¬ 
bution  of  slock. 

Upon  the  strength  of  these  and  other  reasons,  and 
by  the  aid  of  its  congressional  friends  and  adherents, 
the  bank,  in  1832,  succeeded  in  obtaining  the  pas¬ 
sage  of  an  act  through  both  Houses,  for  extending  its 
charter,  upon  very  favorable  terms.  That  act  was 
defeated  by  the  presidential  veto.  As  the  opponents 
of  the  recharter  were  still  determined  to  have  a  bank 
of  their  own,  that  veto  was  founded  on  the  plea,  that  as 
the  bank  charter  had  yet  four  years  to  run,  it  was  too 
early  to  decide  the  question  of  extending  it. 

It  was  now  perfectly  evident,  that  the  bank  must 
put  down  the  administration,  or  the  administration 
would  put  down  the  bank.  The  elections  were  pres¬ 
ently  coming  on,  and  both  parties  appealed  to  the 
people. 

The  bank  having  fairly  entered  the  political  arena, 
resolved  to  leave  no  means  of  victory  untried.  The 
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services  and  good  will  of  several  leading  newspapers 
were  secured  by  loans  upon  favorable  terms,  or  do- 
ceurs  under  the  shape  of  payments  for  printing.  The 
North  American  Review  was  taken  into  pay;  and  the 
American  Quarterly  was  either  enlisted,  or  else  en¬ 
tered  as  a  volunteer.  The  principal  counsel  of  the 
bank  made  speeches  and  held  political  meetings  all 
over  the  country  ;  and  the  bank  printed  and  distrib¬ 
uted  a  vast  number  of  pamphlets  in  its  own  defence, 
and  attacking  the  administration. 

The  other  party  were  not  behindhand.  The  lead¬ 
ers  saw  how  difficult  it  would  be  to  satisfy  the  people, 
that  if  a  bank  was  to  be,  the  old  bank  was  not  alto¬ 
gether  as  good  as  a  new  one.  W  ith  heavy  hearts, 
they  relinquished  the  idea  of  getting  a  bank  for  them¬ 
selves.  But  though  obliged  to  give  up  all  hope  of 
the  spoils  of  victory,  at  least  in  the  shape  of  a  National 
Bank,  they  still  fought  not  the  less  ardently,  for  exist¬ 
ence  and  revenge.  They  fell  back  and  entrenched 
themselves  behind  the  old  constitutional  argument, 
which  had  been  made  the  main  objection  to  the  first 
National  Bank.  Some  of  them  began  to  denounce  all 
banks,  as  no  better  than  notorious  frauds,  and  to  come 
out  as  the  enthusiastic  champions  of  a  gold  currency  ; 
while  others  confined  their  objurgations  principally  to 
the  National  Bank,  which  they  declared  to  be  a 
“  mammoth”  and  a  “  monster,”  ready  to  swallow  up 
the  substance  of  the  people,  and  to  devour  their  liber¬ 
ties.  Not  content  with  these  general  accusations, 
which  it  must  be  confessed  were  more  noisy  than  sub¬ 
stantial,  a  malignant  disposition  was  evinced  to  ruin 
the  credit  of  the  bank.  Its  solvency  was  declared  to 
be  doubtful ;  the  most  calumnious  reports  were  spread 
abroad  touching  that  matter;  and  some  foolish  at¬ 
tempts  were  made  to  interrupt  the  operations  of  the 
distant  branches. 

The  battle  was  fought  out  on  both  sides,  with  equal 
courage,  and  with  equal  contempt  for  the  ordinary 
rules  of  vulgar  morality.  But  the  victory,  or  appa¬ 
rent  victory,  remained  with  the  administration.  In 
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fact,  both  parties  were  defeated.  While  struggling 
together  for  the  exclusive  privileges  of  a  bank,  those 
exclusive  privileges  were  abolished  ;  a  space  is  opened 
for  free  competition,  and  the  country  will  be  the 
gainer. 

In  the  course  of  this  political  squabble,  the  passions 
of  both  parties  had  been  highly  irritated;  and  the 
leaders  of  the  prevailing  party  swore  in  their  wrath, 
that,  during  the  remainder  of  its  existence,  the  bank 
should  enjoy  no  privilege  and  make  no  profit,  of 
which  they  had  the  power  to  deprive  it.  Hence  the 
Removal  of  the  Public  Deposits ,  in  the  summer  of 
1833. 

These  deposits  had  now,  in  fact,  become  the  only 
available  spoils  of  victory,  and  their  removal  was  re¬ 
solved  upon  not  only  as  an  act  of  vengeance  against 
the  Bank  of  the  United  States,  but  as  a  means  of 
rewarding  such  of  the  state  banks  as  had  been  warm¬ 
ly  engaged  in  the  late  crusade  against  it.  It  would 
appear  too  from  the  testimony  of  Mr.  Duane,  in  his 
late  publication  on  that  subject,  that  great  apprehen¬ 
sions  were  entertained  by  the  President,  lest  the  bank 
might  even  yet  succeed  in  obtaining  a  charter,  unless 
the  action  of  Congress  were  anticipated  by  some  deci¬ 
sive  move  on  the  part  of  the  executive.  Notwith¬ 
standing  alt  that  has  been  said  to  the  contrary,  the 
removal  of  the  deposits  was  clearly  a  legal  act;  and 
when  we  recollect  that  the  charter  of  the  bank  was  to 
expire  in  three  years,  and  that  it  was  necessary  to  ar¬ 
range  some  other  system  for  keeping  and  disbursing 
the  public  moneys,  it  might  easily  have  passed  as  an 
act  of  prudence,  had  it  not  borne  upon  its  face  too 
evident  marks  both  of  punishment  and  reward. 

The  removal  however,  such  as  it  was,  seemed  not  to 
have  been  anticipated  by  the  bank,  and  it  produced 
no  little  alarm  there.  Nor  was  that  alarm  unreason¬ 
able.  Within  the  last  three  years,  the  business  of  the 
bank  had  been  greatly  extended,  and  its  circulation 
and  loans  had  very  much  increased.  It  was  after¬ 
wards  charged  upon  the  bank  that  it  had  extended 
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its  loans  solely  for  political  effect,  and  to  buy  up 
friends.  It  is  perhaps  natural  for  politicians  to  ac¬ 
count  for  every  thing  by  political  reasons ;  but  it  is 
not  the  less  true  that  the  united  efforts  of  all  the  poli¬ 
ticians  in  the  universe,  cannot  long  keep  a  single 
bank  note  in  circulation,  which  is  not  demanded  by 
the  business  wants  of  the  community.  Some  loans,  it 
is  probable,  were  made  with  the  object  alleged,  but  he 
who  considers  the  great  increase  of  business,  during 
the  period  in  question,  will  perceive  the  true  reason 
why  the  bank  had  so  greatly  extended  its  operations. 
The  increased  demand  in  the  country  for  a  circulating 
medium,  had  enabled  it  to  keep  more  notes  in  circula¬ 
tion ;  and  this  addition  to  its  circulation,  together 
with  the  increasing  amount  of  its  government  depos¬ 
its,  had  enabled  it  to  increase  its  loans. 

The  unexpected  crippling  of  its  means  which  the 
removal  of  the  deposits  would  produce,  and  the  known 
and  bitter  hostility  of  the  government,  made  the  bank 
apprehensive  of  a  run,  and  fearful  of  its  consequences. 
To  be  prepared  for  the  worst,  it  had  immediate  re¬ 
course  to  that  usual  expedient, — a  curtailment  of  loans. 
The  progress  of  business  had  created  a  brisk  demand 
for  capital ;  money  was  already  beginning  to  be  tight, 
when  the  sudden  withdrawal  of  accommodations  on 
the  part  of  the  bank,  produced  a  sudden  pressure. 
That  pressure  produced  a  degree  of  alarm;  for  all  the 
pressures  of  which  the  present  generation  of  mer¬ 
chants  had  had  any  experience,  were  of  that  kind 
which  were  caused  by,  and  which  indicated,  not  so 
much  a  mere  scarcity  of  capital  as  an  unsound  con¬ 
dition  of  business, 

The  curtailment  of  the  national  bank  was  followed 
by  a  curtailment  on  the  part  of  the  local  banks,  neces¬ 
sary  in  some  parts  of  the  country,  where  the  banks,  in 
the  enjoyment  of  a  local  monopoly,  had  a  very  ex¬ 
tensive  circulation  ;  very  necessary  on  the  part  of 
some  of  those  banks,  which  had  reason  to  dread  the 
hostility  of  the  national  bank;  but  caused  in  some 
parts  of  the  country,  particularly  in  New  England,  or 
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at  least  aggravated,  not  so  much  out  of  any  actual 
necessity,  as  from  an  undefined  fear  of  some  unknown 
evil,  and  a  sort  of  sympathy  which  makes  banks,  like 
individuals,  very  apt  to  imitate  the  actions  of  each 
other,  without  being  able  to  give  any  good  reason  for 
so  doing. 

The  pressure  increased.  The  bank  declared  that  it 
had  been  wholly  caused  by  the  removal  of  the  depos¬ 
its;  and  that  measure  became  the  subject  of  energetic 
remonstrance  on  the  part  of  the  merchants.  The  op¬ 
position  to  the  administration  took  fresh  courage;  the 
leaders  held  council,  and  it  was  resolved  to  avail 
themselves  of  the  present  excited  state  of  the  public 
mind,  to  make  a  desperate  attack  upon  their  enemies. 

Once  more  the  standard  of  the  bank  floated  high  in 
air,  and  a  gallant  band,  mustering  from  far  and  near, 
shouted  for  the  rescue.  To  work  up  the  courage  and 
the  enthusiasm  of  this  forlorn  hope  to  the  pitch  of  des¬ 
peration,  it  was  judged  necessary  to  aggravate  the 
panic  and  distress  by  every  possible  means.  Public 
meetings  were  collected,  speeches  were  made,  resolu¬ 
tions  were  passed,  the  newspapers  teemed  with  the 
most  exciting  and  inflammatory  appeals;  Sundays 
and  working  days,  it  was  all  one.  Long  lists  of  fail¬ 
ures  were  ostentatiously  paraded ;  the  most  terrible 
stories  were  told  about  the  rate  of  interest;  even  the 
boldest  were  more  or  less  alarmed.  This  alarm  pro¬ 
duced  its  natural  effect ;  prices  fell,  and  business  came 
to  a  stand.  So  matters  remained  as  long  as  Congress 
continued  in  session.  But  the  firmness  or  obstinacy 
of  the  President,  and  the  steadiness  of  his  political 
supporters,  proved  more  than  a  match  for  the  fierce 
onslaught  of  the  assailants;  and  notwithstanding  the 
desertion  of  several  officers  high  in  command,  and  of 
divers  squads  of  the  rank  and  file,  the  President 
achieved  a  victory,  not  less  signal,  so  far  as  courage 
and  generalship  were  concerned,  than  that  victory  at 
New  Orleans,  to  which  he  was  indebted  for  his  subse¬ 
quent  elevation. 

Congress  adjourned  without  granting  any  of  that 
8* 
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“relief,”  which  some  of  the  newspapers  had  advised 
the  people  to  enforce,  at  the  point  of  the  bayonet ! 
From  the  moment  of  the  adjournment  the  panic  was 
at  an  end,  and  business  rapidly  regained  its  former 
vivacity.  It  is  true  that  strenuous  efforts  were  made 
to  keep  up  the  alarm  till  after  the  fall  elections ;  but 
the  signal  defeat  experienced  on  that  occasion,  com¬ 
pleted  the  overthrow  and  dispersion  of  the  party  of  the 
bank. 

But  in  the  mean  time  an  unexpected  political  revo¬ 
lution  had  taken  place  in  Pennsylvania;  and  the 
bank,  humbled  by  its  defeats,  was  content  to  resign 
the  arrogation  of  exclusive  privileges,  and  was  desir¬ 
ous  to  prolong  its  existence  as  a  State  Institution.  It 
purchased  a  charter  from  the  Pennsylvania  Legislature 
at  a  very  heavy  price, — amounting  in  the  whole  to 
nearly  six  millions  of  dollars.  In  this  respect  it  was 
more  lucky,  or  at  least  it  seemed  at  the  time  to  be  so, 
than  its  predecessor,  the  first  Bank  of  the  United 
States,  which  made  a  similar  attempt  to  procure  a 
charter  from  the  State  of  Pennsylvania,  but  without 
the  same  success. 


CHAPTER  XXII. 

The  Suspension  and  Resumption  of  1837-38. 

By  the  middle  of  1834,  the  effects  of  the  “  panic” 
were  over,  confidence  was  again  restored,  and  busi¬ 
ness  became  very  active.  The  high  price  to  which 
cotton  rose  in  the  two  following  years,  created  a  great 
demand  at  the  South  both  for  foreign  and  domestic 
goods.  The  failure  of  the  wheat  crop  in  Maryland 
and  Virginia  for  several  successive  years,  raised  the 
price  of  flour,  and  the  severe  winters,  the  series  of 
which  began  in  1831,  had  the  same  effect  upon  the 
prices  of  beef,  pork,  and  other  provisions,  and  gave  a 
great  impulse  to  settlement  and  cultivation  in  the 
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Western  States.  The  numerous  canals,  railroads  and 
other  public  works  in  progress,  produced  a  heavy  ad¬ 
ditional  demand  for  labor. 

The  capital  to  carry  on  these  new  operations  was 
supplied,  in  part,  by  permanent  loans  obtained  abroad 
on  the  credit  of  the  States,  and  in  part  also  by  tem¬ 
porary  loans,  advanced,  to  a  great  extent,  by  the  Lon¬ 
don  establishments  known  as  the  American  Houses. 
These  banking  firms,  the  number  of  which  was  eight 
or  ten,  with  very  large  capitals,  had  adopted  the  prac¬ 
tice  of  giving  authority  to  American  merchants, 
through  their  agents  here,  to  draw  upon  them  for  cer¬ 
tain  specified  amounts,  on  condition  that  the  cargoes 
to  be  purchased  with  those  bills  should  be  assigned  to 
them  or  their  agents,  as  a  pledge  that  funds  should  be 
furnished  to  take  up  the  bills  at  their  maturity.  In 
this  and  other  ways,  very  great  advances  were  made, 
in  many  cases  far  beyond  the  means  of  the  Houses 
that  made  them,  who  raised  money  for  the  purpose  by 
putting  their  own  bills  into  the  hands  of  bill-brokers, 
to  be  negotiated  on  the  London  exchange. 

Simultaneously  with  this  increase  in  the  regular 
trade,  and  as  generally  happens  in  like  cases,  a  good 
many  new  speculations  were  brought  forward  and 
pursued  with  ardor.  Among  these,  the  speculation  in 
Maine  timber  lands  was  the  first  in  order,  the  most 
extravagant  and  irrational,  and  the  most  ruinous  to 
those  engaged  in  it.  An  idea  was  started  that  the 
timber  in  Maine  was  diminishing  so  rapidly  that  the 
supply  must  soon  be  exhausted,  and  that  those  who 
engrossed  what  remained,  could  not  fail  to  grow  rich. 
The  rage  to  purchase  these  lands  became  excessive, 
and  the  most  extravagant  prices  were  paid.  Many 
gross  frauds  were  committed,  aud  many  arts  were  re¬ 
sorted  to,  to  entrap  purchasers  and  keep  up  the  price. 
But  it  was  soon  discovered  that  the  foundation  upon 
which  this  speculation  rested,  was  unsound.  The 
lands,  late  so  precious,  became  altogether  unsalable, 
and  many  who  imagined  they  had  made  great  for¬ 
tunes,  found  themselves  bankrupt.  New  England 
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and  the  city  of  New  York  were  the  chief  sufferers  in 
this  business,  which  however  was  of  too  limited  a 
character  to  produce  any  general  effects. 

The  speculations  in  the  public  lands,  by  which  this 
period  was  distinguished,  were  of  a  far  more  extended 
character.  Lands  were  purchased  of  the  government, 
in  the  years  1S34,  ’35,  and  ’36,  to  the  amount  of  forty- 
seven  millions  of  dollars,  being  nearly  half  of  the  total 
amount  which,  up  to  that  time,  had  been  received  from 
that  source.  The  cause  of  these  immense  purchases 
is  to  be  found  in  the  following  considerations.  By 
the  Indian  removal  policy,  which  formed  a  part  of 
General  Jackson’s  system  of  administration,  vast 
tracts  of  land,  both  in  the  North  and  South,  had  been 
suddenly  denuded  of  their  aboriginal  inhabitants,  and 
brought  into  the  market.  Many  of  these  lands  field 
out  a  great  temptation  to  settlers  from  their  fertility 
and  situation  ;  and  the  high  prices  of  cotton  and  flour 
brought  a  flood  of  emigration  into  the  South  and 
West,  and  held  out  great  temptations  to  speculators  to 
take  up  large  quantities  of  the  government  lands,  in 
hopes  to  sell  again  at  a  profit.  The  influx  of  emi¬ 
grants  into  these  states  led,  of  course,  to  a  great  in¬ 
crease  of  trade.  This  caused  many  villages,  and 
even  some  considerable  towns,  to  spring  suddenly  into 
existence,  and  led  to  a  great  speculation  in  “  town 
lots  ”  and  sites  for  new  towns,  of  a  much  more  extra¬ 
vagant  and  dangerous  nature  than  the  mere  purchase 
of  public  lands.  Many  of  those  purchases,  consider¬ 
ing  the  situation  and  means  of  those  who  made  them, 
were  no  doubt  injudicious ;  but  taken  as  a  whole,  they 
will  perhaps  prove  a  source  of  profit  to  the  pur¬ 
chasers. 

These  great  purchases  from  the  government  caused 
avast  accumulation  of  money  in  the  public  treasury. 
A  bill  had  passed  both  houses  of  Congress  for  distri¬ 
buting  among  the  States,  for  five  years,  the  produce  of 
the  public  lands,  which,  had  it  become  a  law,  would 
effectually  have  prevented  this  accumulation  ;  but  that 
bill  was  defeated  by  the  presidential  veto. 
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Since  the  removal  of  the  public  deposits  from  the 
Bank  of  the  United  States,  the  public  money  had 
been  placed  with  certain  selected  banks,  or  upet” 
banks,  as  they  were  significantly  called,  upon  certain 
terms  and  conditions  agreed  upon  by  the  parties. 
This  system  in  the  beginning  was  very  defective,  and 
it  was  rendered  still  more  so  by  the  act  of  Congress 
passed  for  its  regulation.  Instead  of  selecting  a  lim¬ 
ited  number  of  banks,  and  entering  into  a  permanent 
contract  with  them,  every  thing  almost  was  left  at  the 
discretion  of  the  Secretary  of  the  Treasury,  who  was 
at  liberty  to  employ  new  banks,  and  to  shift  about  the 
public  moneys,  as  his  caprice,  or  the  advice  or  com¬ 
mands  of  influential  politicians,  might  dictate.  The 
deposit  banks  had  been  encouraged  and  even  urged  to 
make  liberal  loans  upon  the  strength  of  their  public 
deposits.  They  were  urged  to  grant  every  possible 
accommodation  in  the  discount  of  domestic  bills  of 
exchange,  and  in  the  collection  of  paper  due  in  dis¬ 
tant  cities;  for  the  government  were  very  anxious  to 
show  that  this  new  system  of  theirs  was  as  good 
as,  or  better  than  the  National  Bank,  in  the  place 
of  which  it  had  been  substituted.  As  the  public  de¬ 
posits  increased,  however,  some  apprehensions  were 
entertained  for  their  safety  ;  and  the  government  be¬ 
came  urgent  with  the  deposit  banks  to  increase  their 
stock  of  specie.  The  many  new  banks  also,  which 
were  put  into  operation  at  this  time,  required  an  addi¬ 
tional  amount  of  specie.  This  led  to  large  importa¬ 
tions  from  abroad. 

Hitherto  the  specie  held  by  the  banks  had  been 
chiefly  silver,  because,  by  the  old  law,  the  value  of 
gold  as  compared  with  silver  had  Ifeen  rated  some¬ 
what  below  the  prevailing  market  value.  But  in 
1834,  a  bill  had  been  passed,  under  pretence  of 
promoting  the  circulation  of  gold  coin,  the  policy  of 
which  is  very  doubtful,  by  which  the  legal  value  of 
gold  as  compared  with  silver  was  raised  as  far  above 
the  market  value  as  before  it  had  been  below  it.  By 
reason  of  this  law  it  had  become  cheaper  to  buy  gold 
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abroad  than  to  buy  silver ;  and  the  importations  of 
specie  above  mentioned  were  made  chiefly  in  gold. 

It  is  peculiar  to  Great  Britain  that  gold  is  there  the 
standard  of  value,  and  the  only  legal  tender ;  and  the 
consequence  is  that  the  Bank  of  England  is  a  great 
depository  of  gold.  It  was  from  this  depository  that 
the  gold  imported  into  America  was  drawn, — most  of 
the  Fmportations  being  made  through  the  agency  of 
the  American  Houses  mentioned  and  described  in  a 
preceding  paragraph.  Having  experienced  from  this 
source  a  steady  drain  of  its  bullion  for  three  years, 
the  Bank  of  England  at  length  became  alarmed,  and 
resolved  to  put  a  stop  to  it.  The  means  it  resorted  to 
were  very  extraordinary,  and  certainly,  as  it  proved, 
not  very  judicious. 

Towards  the  end  of  the  year  1836,  suddenly  and 
without  any  previous  warning,  the  Bank  gave  out 
that  it  should  refuse  to  discount  the  paper  of  any  of 
the  American  Houses.  The  object  of  this  annunci¬ 
ation  was,  to  check  the  operations  of  those  houses, 
and  to  restrain  them  from  extending  their  American 
credits.  Its  effect  was,  totally  to  destroy  the  credit  of 
several  of  them,  to  deprive  their  paper  of  its  former 
currency,  to  cut  off  the  loans  they  had  obtained 
through  bill-brokers,  and  to  drive  them  into  a  rapid 
curtailment  of  their  business.  4  his  led,  at  the  end  of 
1836,  to  an  unexpected  demand  upon  the  American 
merchants,  to  pay  up  the  sums  they  were  indebted  to 
those  houses,  and  to  the  sudden  withdrawal  of  a 
large  amount  of  foreign  capital  from  the  country. 

Simultaneously  with  this  pressure  from  abroad,  a 
great  change  in  the  relations  of  debt  and  credit  was 
produced  by  operations  at  home.  The  amount  of 
public  moneys  held  by  the  deposit  banks,  and  a  large 
part  of  it  loaned  out  to  their  customers,  had  reached 
the  sum  of  forty  millions,  when  an  act  was  suddenly 
carried  through  Congress,  in  June,  1836,  providing 
that  whatever  sum  of  money  should  be  in  the  public 
treasury  on  the  first  of  January,  1837,  beyond  (i\e 
millions,  should  be  distributed  among  the  several 
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States,  in  four  equal  instalments,  payable  respectively 
on  the  first  of  January,  April,  July,  and  October  in 
that  year.  This  law  made  it  necessary  for  the  de¬ 
posit  banks  to  curtail  their  loans,  and  to  collect 
from  their  debtors  the  means  of  making  these  pay¬ 
ments. 

Before  this  foreign  and  this  domestic  abstraction  of 
capital  had  commenced,  the  excessive  activity  of 
trade  and  speculation  had  raised  the  rate  of  interest  to 
a  high  point,  and  had  brought  every  dollar  of  spare 
capital  into  the  market.  The  demand  for  capital  still 
continued  as  urgent  as  ever,  and  the  diminution  of 
the  supply,  from  the  causes  above  mentioned,  produced 
an  excessive  pressure.  This  pressure  began  to  be 
very  severely  felt  in  the  months  of  November  and 
December.  It  was  sustained,  however,  with  remark¬ 
able  spirit ;  confidence  was  yet  unabated,  and  prices 
kept  up. 

The  deposit  banks  succeeded  in  making  their  first 
and  second  payments  to  the  States,  and  as  these  mon¬ 
eys  would  now  again  be  soon  lent  out,  or  otherwise 
invested,  hopes  were  entertained  that  the  storm  might 
be  weathered.  But  several  great  houses  at  New  Or¬ 
leans,  deeply  engaged  in  the  cotton  trade,  who  had 
made  vast  advances  to  the  planters,  and  who  in 
their  turn  owed  large  debts  abroad,  which  they  were 
now  called  upon  to  pay,  were  driven  to  the  necessity 
of  stopping  payment.  These  houses  held  large  quan¬ 
tities  of  cotton,  and  it  was  by  their  exertions  princi¬ 
pally  that  the  price  of  that  article  had  been  kept  up. 
That  price  now  rapidly  gave  Avay.  The  same  thing 
had  already  happened  in  Liverpool, — large  quan¬ 
tities  of  cotton,  upon  which  the  American  Houses  had 
made  advances,  having  been  suddenly  pressed  upon 
the  market. 

Cotton  Avas  the  main  article  upon  which  reliance 
was  placed  for  the  payment  of  the  British  debt :  and 
the  fall  in  its  price  soon  produced  an  effect  upon  the 
foreign  exchanges,  which  presently  turned  against  us. 
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Confidence  came  to  an  end,  and  general  distrust, 
panic  and  alarm  succeeded. 

The  Bank  of  the  United  States,  when  the  ex¬ 
changes  had  become  unfavorable,  and  tbe  panic  was 
about  beginning,  again  resorted  to  a  policy  similar  to 
that  it  had  pursued  in  1S25.  It  issued  a  large  amount 
of  bonds  payable  in  London,  which  it  lent  to  the 
merchants,  and  which  were  remitted  to  England  in¬ 
stead  of  specie.  This  eased  matters  for  the  moment, 
but  the  relief  was  not  permanent.  A  great  number 
of  New  York  houses,  unable  to  realize  their  claims  on 
the  South  and  West,  which  the  fall  of  cotton  had 
now  rendered  almost  desperate,  found  themselves 
obliged  to  suspend  payment.  This  aggravated  the 
panic.  A  great  run  upon  the  banks  of  New  York  fol¬ 
lowed,  which  had  its  immediate  origin  in  the  refusal 
of  the  other  banks  to  receive  the  notes  of  one  of  their 
number.  This  run  at  first  was  on  the  part  of  the 
bill-holders  only,  and  if  confined  to  them  might  easily 
have  been  sustained.  But  presently  the  depositors 
began  to  draw  specie,  and  finally  the  banks  of 
the  city  of  New  York,  on  the  thirteenth  of  May, 
1837,  adopted  the  resolution  of  suspending  specie 
payments.  The  same  measure  had  been  resorted  to 
by  the  banks  of  New  Orleans,  though  without  any 
understanding  in  the  matter  between  the  two  cities,  a 
few  days  before ;  and  the  example  was  quickly  fol¬ 
lowed  by  all  tbe  other  banks  in  the  country. 

The  banks  alleged  in  justification  of  this  measure, 
that  although  the  greater  part  of  them  might  have 
continued  to  pay  specie,  they  could  only  have  done 
so  by  such  sudden  and  severe  curtailments  as  would 
have  increased  the  distress  and  pressure  to  a  high  de¬ 
gree,  and  have  produced  the  failure  of  vast  numbers. 
The  weaker  banks,  too,  would  have  found  it  abso¬ 
lutely  necessary  to  stop.  Their  failure  would  have 
aggravated  the  confusion  and  alarm,  nor  could  any 
one  see  where  the  mischief  would  end.  Under  these 
circumstances,  it  was  assumed  to  be  the  wisest  and 
safest  course  for  the  banks  to  stop  short  where  they 
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were,  to  allow  time  to  their  debtors,  by  taking  time 
themselves,  and  thus  obtaining  and  affording  an 
opportunity  for  an  adjustment  of  affairs  more  bene¬ 
ficial  to  all  parties  than  could  possibly  take  place 
amid  the  confusion  of  a  general  panic. 

These  allegations  were  certainly  plausible,  and  they 
were  received  by  the  public  with  great  favor.  The 
suspension  was  everywhere  acquiesced  in  as  an  act 
of  necessity,  and  was  even  hailed  by  many  of  the 
merchants  as  a  sure  relief  to  all  their  troubles.  The 
Legislature  of  New  York,  which  was  in  session  at  the 
time,  passed  an  act  legalizing  the  suspension  for  one 
year,  but  forbidding  the  banks  to  make  dividends 
during  its  continuance.  Similar  acts  were  passed  by 
the  Legislatures  of  several  other  of  the  States.  In  the 
remaining  States,  the  Legislatures  were  willing  to 
overlook  the  suspension,  as  a  thing  rendered  excusable 
by  the  circumstances  of  the  times,  but  they  wisely 
declined  to  give  it  a  legal  sanction.  All  the  state 
governments  continued  to  receive  and  pay  out  the 
paper  of  the  banks  as  before,  but  the  Federal  Govern¬ 
ment  refused  to  receive  the  sums  due  to  it  for  customs, 
postage,  &c.,  otherwise  than  in  specie,  or  in  its  own 
specie  drafts  on  the  deposit  banks,  protested  for  non¬ 
payment. 

This  course  of  the  Federal  Government  was  much 
clamored  against  at  the  time,  and  subsequently  it  was 
maintained  in  Congress,  by  Mr.  Clay  and  some  of  the 
opposition  orators,  that  the  government,  as  they  ex¬ 
pressed  it,  ought  to  have  gone  with  the  people,  shared 
in  the  common  calamity,  and  consented  to  receive  the 
irredeemable  currency  with  which  others  were  obliged 
to  be  content.  But  in  the  first  place,  such  a  course 
was  illegal,  and  could  not  have  been  adopted  without 
first  obtaining  the  sanction  of  Congress,  except  by  an 
administration  willing  to  take  the  responsibility  of 
violating  the  existing  law;  and  in  the  second  place, 
it  would  have  been  highly  impolitic,  and  would  have 
had  a  tendency  to  protract  the  suspension  to  an  un¬ 
limited  period.  Unquestionably  the  refusal  of  the 


98 


BANKS,  BANKING, 


Federal  Government  to  receive  irredeemable  bank 
paper,  had  a  great  effect  in  producing  the  early  re¬ 
sumption  of  specie  payments,  and  was  indeed  the 
chief  cause  of  that  resumption. 

But  the  course  of  the  Federal  Government  in  other 
respects,  cannot  be  so  easily  justified.  The  banks,  or 
at  least  a  certain  number  of  them,  had  been  in  high 
favor  with  the  administration,  and  had  been  much 
used  as  an  instrument  for  accomplishing  its  political 
ends;  but  now  that  they  were  in  trouble,  fearful  it 
would  seem  of  being  held  in  some  way  responsible 
for  their  sins,  the  cabinet  at  Washington  suddenly 
came  out  with  a  new  scheme  of  policy,  which  con¬ 
sisted  in  cutting  oft’  all  connection  between  the  gov¬ 
ernment  and  the  banks,  by  refusing  to  employ  them 
as  depositories  of  the  public  moneys,  or  to  receive 
their  notes,  even  though  redeemed  in  specie,  in  pay¬ 
ment  of  the  public  revenue. 

This  measure,  known  as  the  Sub-  Treasury  System, 
could  only  be  founded  upon  the  supposition,  that  the 
banks,  and  the  currency  which  they  supply,  are  of 
too  unsafe  a  character  to  be  employed  by  the  govern¬ 
ment.  If  unsafe  for  the  government,  they  must  also 
be  unsafe  for  the  people.  This  measure  was  therefore 
justly  regarded  as  a  general  attack  upon  the  banking 
system,  and  an  adoption,  on  the  part  of  those  in  power, 
of  the  opinion  which  regards  all  banks  as  frauds  up¬ 
on  the  community  of  a  most  dangerous  character. 
Brought  forward,  as  it  was,  at  the  extra  session  of 
Congress,  called  on  account  of  the  suspension  of  the 
banks,  and  backed  by  all  the  power  and  influence  of 
the  government,  this  attack  upon  the  banking  system 
was  naturally  regarded  as  of  a  most  momentous 
character.  In  the  crippled  condition  of  the  banks  at 
that  time,  its  consequences  were  doubly  dreaded.  It 
was  resisted  with  great  zeal,  and  was  twice  defeated 
at  two  successive  sessions.  Its  authors  have  since 
found  themselves  obliged  to  declare,  that  it  is  not 
intended  as  an  act  of  hostility  to  the  banks. 

Since  the  resumption  of  specie  payments,  the  Sub- 
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Treasury  System  has  lost  the  greater  part  of  its 
importance.  It  has  now  become  a  mere  question 
relating  to  the  custody  and  transfer  of  the  public 
money.  It  would  be  easy,  however,  to  show  that 
banking  agency,  in  some  shape,  is  quite  essential  to 
the  safe  custody  and  management  of  the  finances; 
and  that  the  attempt  to  dispense  with  it,  will  be  apt 
to  involve  the  government  in  great  embarrassments. 

The  suspension  of  specie  payments  had  the  effect, 
presently  after  it  took  place,  to  calm,  in  some  degree, 
the  agitation  of  the  public  mind.  Prices  recovered 
from  that  tendency  to  a  universal  fall  with  which 
they  were  threatened;  and  though  in  most  kinds  of 
property  there  were  few  transactions,  their  nominal 
value  remained  pretty  much  at  the  former  amount. 
This  was  the  case  with  most  kinds  of  solid  property; 
for  .there  were  several  kinds  of  speculative  or  fancy 
property,  in  which  the  fall  of  prices  was  very  great. 
They  fell  indeed  to  their  true  level,  which  in  many 
cases  was  sufficiently  low.  A  great  check  was  given 
at  once  to  the  importation  of  foreign  goods,  and  to  the 
production  of  several  kinds  of  manufactures  at  home. 
As  almost  all  the  specie  in  the  country  was  shut  up  in 
the  banks,  and  so  rendered  unavailable,  while  at  the 
same  time  there  was  a  brisk  demand  for  it,  both  for 
exportation  abroad,  and  to  be  employed  in  making 
payments  to  the  government,  the  value  of  the  article 
suffered  a  sudden  enhancement,  and  it  rose  to  a  pre¬ 
mium  of  ten  or  twelve  per  cent  upon  the  bank  paper 
of  New  York  and  Philadelphia.  In  the  West  and 
South-west,  where  there  was  a  vast  amount  of  debt 
due  to  New  York  and  other  Northern  cities,  the  ex¬ 
changes  with  those  cities  became  very  unfavorable; 
the  local  paper  sunk  to  a  considerable  discount  as 
compared  with  the  paper  of  the  Atlantic  banks,  and 
specie  was  at  a  premium  proportionally  higher. 

Those  persons  who  were  involved  in  numerous 
pecuniary  engagements,  and  who  had  expected  to  find 
in  the  suspension  of  specie  payments  a  relief  from  all 
their  troubles,  failed  to  have  those  expectations  real- 
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ized.  The  suspension  gave  to  those  who  had  sub¬ 
stantial  means,  the  opportunity  of  realizing  those 
means  and  discharging  their  debts;  but  it  afforded  no 
relief  to  those  who  were  actually  insolvent.  The 
Northern  banks  in  general  did  not  extend  their  issues, 
nor  increase  their  loans.  On  the  other  hand,  a  grad¬ 
ual  contraction  took  place.  This  policy  was  pursued 
with  the  greatest  rigor  at  New  York,  which,  as  it  had 
set  the  example  of  suspension,  seemed  resolved  to  take 
the  lead  in  the  resumption. 

By  the  invitation  of  the  New  York  banks,  a  conven¬ 
tion  of  delegates  from  the  banks  in  the  several  States, 
was  held  in  New  York  towards  the  end  of  November, 
for  the  purpose  of  fixing  the  time  for  a  general  resump¬ 
tion.  But  a  majority  of  the  delegates  could  not  be 
brought  to  adopt  the  New  York  policy,  and  the  con¬ 
vention,  after  recommending  the  banks  to  continue 
their  preparations  for  resuming,  adjourned  to  meet 
again  in  April.  In  this  second  convention  there  were 
three  parties.  The  New  York  banks  urged  that  the 
resumption  should  take  place  on  the  13th  of  May,  on 
which  day  expired  the  term  during  which  they  were 
protected  against  the  consequences  of  suspension  by 
the  act  of  the  Legislature,  mentioned  above.  Another 
party  was  for  resuming  on  the  first  of  July;  and  a 
third  party  proposed  to  postpone  the  resumption  till 
the  beginning  of  the  next  year.  Probably  there  were 
delegates  in  the  convention,  as  there  certainly  were 
persons  out  of  doors,  who  were  opposed  to  any  re¬ 
sumption  whatever.  It  was  the  prevalent  opinion 
that  a  resumption  must  be  attended  by  a  great  con¬ 
traction  of  bank  accommodations,  and  this  was  a  thing 
of  which  many  were  excessively  fearful.  But  though 
this  feeling  against  a  resumption  was  strong,  no  one 
chose  to  avow  it;  all  agreed  that  a  resumption  was  most 
desirable;  it  was  argued,  however,  that  the  foreign 
debt  was  not  yet  paid,  and  that  a  premature  resump¬ 
tion  could  only  result  in  a  second  and  more  disastrous 
suspension.  The  convention  finally  separated,  after 
recommending  a  general  resumption  on  the  1st  of 
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January,  1839.  But  the  New  York  banks  resumed 
on  the  13th  of  May,  and  their  example,  in  the 
course  of  the  following  summer  and  autumn,  was 
followed  by  all  the  Northern,  and  most  of  the  South¬ 
ern  and  Western  banks.  On  the  1st  of  January,  1839, 
the  New  Orleans  banks,  and  those  of  the  South-west, 
also  resumed,  with  the  exception  of  the  State  Bank  of 
Alabama. 


CHAPTER  XXIII. 

The  Partial  Suspension  of  1839. 

We  have  already  noticed  the  attempts  made  in  the 
spring  of  1837,  by  the  Philadelphia  Bank  of  the 
United  States,  to  avert  the  mercantile  crisis  which 
then  began  to  display  itself,  by  the  issue  of  its  bonds 
or  post  notes,  which  were  exchanged  for  mercantile 
paper,  and  sent  abroad  as  a  remittance.  This  was 
the  beginning  of  a  course  of  measures,  which  have 
ended  in  the  temporary  prostration  of  that  bank,  and 
which  will  perhaps  result  in  winding  up  its  affairs. 

At  the  commencement  of  the  crisis  of  1837,  the 
position  of  the  Bank  of  the  United  States  was  very 
peculiar.  All  the  funds,  property,  debts  and  credits 
of  the  old  bank  had  been  transferred  to  the  new  bank, 
at  a  valuation  sufficiently  high,  and  the  new  bank 
had  contracted  to  pay  all  the  obligations  and  claims 
to  which  the  old  bank  was  liable.  The  branches  of 
the  old  bank,  with  but  three  or  four  exceptions,  had 
been  wound  up,  by  means  of  a  sale  of  all  their  out¬ 
standing  claims  upon  a  long  credit,  of  one,  two,  three, 
and  four  years,  either  to  individuals,  who  were  thought 
to  be  responsible,  or  to  some  of  the  new  banks  which 
had  sprung  up  so  rapidly  during  the  year  1S36.  All 
these  credits  had  been  transferred  to  the  new  bank, 
and  formed  no  inconsiderable  portion  of  its  capital. 
The  Bank  of  the  United  States  had  therefore  a  great 
9* 
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interest  in  sustaining  the  credit  of  the  Western  and 
South-western  banks,  and  in  preventing  any  such 
commercial  crisis  as  should  disable  its  Southern  and 
Western  debtors  from  fulfilling  their  contracts. 

Hence  the  earnest  efforts  of  the  bank,  in  the  spring 
of  1837,  to  ward  off  the  coming  calamity  by  the  issue 
of  its  bonds  or  post  notes,  as  above  mentioned.  Those 
bonds  were  no  doubt  sold  at  a  high  nominal  profit, 
but  as  the  paper  received  for  them  was  the  paper  of 
houses,  of  which  a  large  number  afterwards  stopped 
payment,  the  operation  must  have  been  in  the  end  a 
very  losing  one. 

In  the  autumn  of  1837,  the  Bank  of  the  United 
States  entered  upon  a  new  course  of  operations,  by 
way  of  sustaining  its  debtors  at  the  South,  the  result 
of  which  also  proved  very  disastrous.  The  commer¬ 
cial  crash  in  the  spring  of  1837  had  destroyed  all 
those  great  cotton  brokerage  houses  in  New  Orleans, 
through  whose  agency,  for  several  years  past,  the  cotton 
trade  of  that  part  of  the  Union  had  principally  been 
carried  on,  and  which  had  exerted  themselves  greatly 
to  raise  and  keep  up  the  price  of  cotton.  This  ma¬ 
chinery  destroyed,  the  price  of  cotton  sunk  at  once  to 
a  very  low  ebb.  Now  it  was  considered,  that  cotton 
formed  the  principal  means  of  the  South  for  the  dis¬ 
charge  of  its  debts,  and  that  the  sale  of  that  article 
below  its  real  and  actual  value  was  so  much  dead  loss 
to  the  country.  Proposing  therefore  to  put  things 
right  in  this  particular,  and  to  afford  the  planters  such 
facilities  as  would  save  them  from  the  necessity  of 
sacrificing  their  produce,  the  bank  stepped  forward, 
through  its  agents,  and  offered  advances  upon  cotton, 
provided  the  bills  of  lading  were  endorsed  over  to  its 
agents  in  Liverpool,  so  that  the  cotton  might  be  held 
as  security  for  repayment  of  the  advance.  This  offer 
was  largely  accepted,  and  it  produced  an  immediate 
and  very  perceptible  effect  upon  the  price  of  the 
article. 

Thus  far,  there  was  nothing  blamable  in  the  con¬ 
duct  of  the  bank.  Advances  like  those  we  have  des- 
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cribed  are  authorized  by  the  charter  of  the  bank,  and 
are  wholly  within  the  regular  rules  of  banking. 
Similar  advances  have  often  been  made  by  the  Bank 
of  England,  and  a  very  large  proportion  of  the  entire 
business  of  those  great  London  banking  houses,  known 
as  the  American  Houses,  is  carried  on  in  this  way. 
Nevertheless,  it  must  be  confessed,  that  this  sort  of 
business  is  of  a  dangerous  character,  and  the  Bank  of 
the  United  States  was  almost  immediately  guilty  of 
an  indiscretion,  which  rendered  this  business  highly 
ruinous.  Instead  of  confining  itself  to  a  moderate 
advance,  such  as  the  actual  value  of  the  article  might 
justify,  it  made  very  extravagant  and  unreasonable 
advances,  in  hopes  of  re-establishing  the  speculative 
prices  of  1835  and  1836.  What  was  worse  yet,  its 
example  was  immediately  followed  by  a  large  number 
of  the  South-western  banks,  which  thus,  instead  of 
curtailing  their  already  far  too  extended  business,  en¬ 
tered  at  once  on  a  reckless  career  of  new  speculations. 
This  was  but  the  natural  result  of  the  suspension  of 
specie  payments,  which,  by  removing  the  only  certain 
check  upon  extravagance  and  speculation,  thus  fur¬ 
nished  to  the  Bank  of  the  United  States,  and  to  all 
those  banks  which  followed  its  example,  the  means 
and  opportunity  to  involve  themselves  in  new  troubles. 

It  is  not  therefore  to  be  wondered  at,  that,  at  the 
bank  convention  held  at  New  York  near  the  end  of 
the  year  1837,  the  United  States  Bank,  and  all  the 
banks  in  its  interest,  were  most  decidedly  hostile  to 
fixing  any  day  for  the  resumption  of  specie  payments, 
in  which  project,  by  the  help  of  the  Boston  banks, 
they  were  successful,  having  procured  an  adjourn¬ 
ment  of  the  convention  till  the  April  following.  But 
when  April  came,  the  United  States  Bank,  and  the 
other  banks  which  had  followed  its  example,  were 
still  less  ready  to  resume  than  before.  Being  exceed¬ 
ingly  pressed  however  by  the  New  York  banks,  which 
had  determined  to  resume  immediately,  and  by  public 
opinion,  which  was  clamorous  out  of  doors,  the  con¬ 
vention,  a  majority  of  which  was  under  the  influence 
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of  the  United  States  Bank,  voted  to  resume  the 
January  following.  In  this  vote  the  Boston  banks 
again  concurred,  notwithstanding  the  New  York 
policy  had  gained,  since  the  former  meeting  of  the 
convention,  a  strong  hold  among  them,  and  very 
active  preparations  for  a  resumption  had  been  making. 

When  the  New  York  banks  resumed,  in  May,  Mr. 
Biddle  saw  fit  to  address  a  letter  on  that  subject  to 
John  Q.  Adams,  a  most  ill-judged  document,  which 
first  betrayed  to  a  suspicious  public  the  precarious 
situation  of  the  bank,  and  the  false  principles  upon 
which  it  was  conducted.  No  one  could  read  that  let¬ 
ter  without  being  perfectly  satisfied  that,  however 
adroit  Mr.  Biddle  might  be  in  the  routine  of  practical 
banking,  he  was  totally  ignorant  of,  or  at  least,  had 
seen  fit  totally  to  renounce,  the  only  safe  principles 
upon  which  banking  operations  can  be  conducted. 

The  energetic  conduct  of  the  New  York  banks  set¬ 
tled  the  question  of  resumption.  All  the  rest,  how¬ 
ever  reluctantly,  found  themselves  obliged  to  follow, 
and,  as  we  have  already  seen,  the  nominal  resumption, 
with  some  slight  exceptions,  was  complete  by  Janua¬ 
ry,  1839. 

Meanwhile,  during  all  the  earlier  part  of  the  year 
1838,  the  cotton  operations  of  the  United  States  Bank, 
and  of  other  southern  banks,  had  been  going  on,  and 
in  order  to  sustain  them,  the  Bank  of  the  United 
States  had  found  itself  obliged  to  issue  a  vast  quan¬ 
tity  of  post  notes,  first  in  Europe,  and  when  that 
market  was  glutted,  in  this  country  also. 

The  post  note  system  is  almost  certain  to  end  in 
the  stoppage  of  every  bank  that  adopts  it.  And  the 
reason  is  obvious  ;  for  it  subjects  the  bank  to  the  bur¬ 
den  of  sustaining  two  circulations,  pne,  the  regular 
circulation  of  its  notes,  payable  on  demand,  the  other, 
a  circulation  of  post  notes,  which,  after  they  once 
begin  to  fall  due,  are  just  as  pressing,  and  on  some 
accounts  even  more  so,  than  the  notes  payable  on  de¬ 
mand.  It  may  be  said,  no  doubt,  that  the  issue  of 
post  notes  is  pretty  much  the  same  thing  as  allowing 


AND  PAPER  CURRENCIES. 


105 


interest  on  deposits,  and  cannot  therefore  be  so  dan¬ 
gerous  as  is  above  represented.  The  reply  is,  that 
even  the  allowance  of  interest  on  deposits  is  a  hazard¬ 
ous  operation,  not  adopted  by  the  Bank  of  England, 
or  by  any  of  the  London  bankers,  but  an  operation 
much  less  dangerous  than  the  issue  of  post  notes, 
because  many  circumstances  combine  to  limit  the  ex¬ 
tent  to  which  it  can  be  carried,  while  the  issue  of 
post  notes  is  only  restrained  by  an  absolute  glut  of 
the  market. 

^  It  is  said,  and  is  probably  true,  that  the  United 
States  Bank  made  great  advances  to  some  of  the 
South-western  banks,  to  enable  them  to  resume  pay¬ 
ment  on  the  first  of  January,  1839.  If  so,  the  money 
was  thrown  away,  for,  with  but  few  exceptions,  the 
resumption  of  all  those  banks  was  merely  nominal. 
They  withdrew  from  circulation  their  notes  payable 
on  demand,  and  issued  circulating  post  notes  in  their 
stead,  which  post  notes,  when  they  became  due,  and 
were  presented  for  payment,  were  suffered  to  be  pro¬ 
tested. 

With  the  closing  up  of  the  crop  of  1838,  the  Bank 
of  the  United  States  is  understood  to  have  abandoned 
the  cotton  business;  but  as  the  post  notes  and  other 
paper  which  had  been  issued  to  sustain  it,  began  to 
fall  due  after  the  middle  of  the  year  1839,  that  insti¬ 
tution  found  itself  subjected  to  very  severe  pressure. 
Cotton  had  greatly  fallen,  state  stocks  were  unsala¬ 
ble,  and  post  notes  could  be  negotiated  no  longer. 
Failure  was  inevitable,  but  the  bank  was  resolved 
not  to  fail  alone,  but,  as  it  were,  like  Samson,  to 
carry  with  it  the  pillars  of  the  whole  commercial 
edifice,  and  to  involve  the  country,  if  possible,  in 
the  horrors  of  a  new  suspension,  a  suspension,  had 
it  taken  place,  of  unlimited  duration.  For  this 
purpose  it  plotted  with  the  Girard  and  Schuylkill 
Banks,  two  institutions  worse  off,  if  possible,  than 
itself,  and  frightened  the  other  banks  of  Philadelphia 
into  a  suspension,  against  their  will  and  against  their 
judgment.  This  evil  example  was  rapidly  followed 
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throughout  the  entire  South,  and  but  for  the  wise  and 
intrepid  honesty  of  the  New  York  banks,  which  were 
resolved  not  to  be  frightened  nor  bullied  into  a  new 
suspension,  it  would  have  been  as  rapidly  followed 
throughout  the  entire  country. 


CHAPTER  XXIV. 

American  Banks  at  the  end  of  1839. 

The  New  York  banks  having  determined  to  con¬ 
tinue  to  be  banks,  and  not  to  convert  themselves  into 
mere  machines  for  manufacturing  paper  money  of  no 
particular  value,  the  banks  of  New  England,  of  New 
Jersey,  and  of  the  whole  North-west,  have  found 
themselves  obliged,  with  more  or  less  reluctance,  and 
some  of  them  after  ineffectual  attempts  at  suspension, 
to  continue  to  be  banks;  while  the  banks  of  Penn¬ 
sylvania,  and  of  the  South  generally,  have  taken  the 
other  course,  and,  to  borrow  a  phrase  from  Mr.  Cal¬ 
houn,  have  unbanked  themselves.  IIow  long  they 
will  choose  to  continue  in  this  anomalous  condition  it 
is  not  easy  to  say.  Some  of  them  will  be  apt  to  have 
great  difficulty  in  getting  out  of  it. 

All  the  southern  banks,  unless  perhaps  we  ought  to 
except  a  few  in  New  Orleans  and  some  other  of  the 
large  commercial  towns,  labor  under  one  great  diffi¬ 
culty  for  which  it  is  not  easy  to  find  a  remedy. 
They  are  managed  mostly  by  planters,  and  they  lend 
principally  to  planters,  a  class  of  men  quite  destitute  of 
those  ideas  of  mercantile  punctuality  essential  to  the 
safe  conduct  of  a  specie-paying  bank.  Moreover^ 
the  customers  of  these  banks  are  much  too  fond  of 
borrowing  money,  not  merely  in  anticipation  of  the 
crop,  but  for  permanent  investment  in  agricultural 
operations, — loans  which  no  bank  can  safely  make. 

Indeed  several  of  these  institutions  bear  altogether 
too  close  a  resemblance  to  Mr.  Law’s  famous  land 
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banks.  The  capital  of  several  of  them  has  been 
raised  in  Europe  in  this  way.  The  subscribers  to  the 
stock,  instead  of  paying  in  their  subscriptions  in  cash, 
have  given  the  bank  a  mortgage  of  land  and  slaves, 
appraised  as  of  equivalent  value.  These  mortgages 
the  bank  has  assigned  to  the  State,  as  security  for  the 
ultimate  repayment  of  a  state  loan,  which  the  State 
has  been  induced  to  contract  abroad  for  the  benefit  of 
the  stockholders  in  the  bank,  who  have  entered  into 
a  contract  to  keep  down  the  interest  of  the  loan,  and 
for  its  ultimate  repayment.  In  this  way  a  cash  bank¬ 
ing  capital  has  been  obtained ;  but  as  the  stockhold¬ 
ers,  in  all  these  banks,  have  a  right  to  a  perpetual  loan 
nearly  to  the  amount  of  their  stock,  it  is  evident  that 
the  amount  of  capital  left  to  be  employed  in  the  dis¬ 
count  of  mercantile  paper  must  be  very  limited,  and 
even  this  small  amount  is  pretty  certain  to  be  engrossed 
by  the  discount  of  accommodation  paper  for  the  stock¬ 
holders.  The  truth  is,  that  banks  are  mercantile  insti¬ 
tutions,  adapted  to  the  wants  and  habits  of  a  mercan¬ 
tile  community,  and  little  likely  to  be  well  managed, 
or  to  answer  any  good  purpose,  in  communities  desti¬ 
tute,  to  a  great  extent,  of  commercial  spirit  and  feel¬ 
ings. 

The  number  of  banks  in  the  United  States  at  the 
close  of  the  year  1839,  including  the  non-specie-pay¬ 
ing  banks,  exceeded  seven  hundred ,  with  a  capital  of 
upwards  of  three  hundred  millions  of  dollars,  being 
double  the  number  of  banks,  and  double  the  amount 
of  banking  capital,  which  existed  ten  years  before. 

The  principal  occasion  of  this  great  increase  of  local 
banks  was,  the  refusal  to  recharter  the  Bank  of  the 
United  States.  This  was  especially  the  case  in  the 
West  and  South,  where  the  currency  had  been  princi¬ 
pally  supplied  and  the  banking  business  transacted 
by  the  branches  of  the  National  Bank.  The  closing 
of  those  branches  gave  a  great  impulse  to  the  crea¬ 
tion  of  new  banks  throughout  all  that  portion  of  the 
country. 
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The  total  number  of  bank  failures  which  occur¬ 
red  in  the  United  States  in  the  half  century  which 
elapsed  from  the  period  of  the  first  institution  of 
banks  in  the  country,  down  to  the  beginning  of 
the  year  1837,  the  era  of  the  second  general  suspen¬ 
sion,  was  about  one  hundred  and  seventy-five—  about 
one  hundred  and  twelve  of  which  occurred  in  the 
States  south  and  west  of  Pennsylvania.  By  far  the 
larger  part  of  these  failures  happened  to  banks  which 
had  been  put  in  operation  during  the  suspension  of 
specie  payments  from  1S14  to  1818,  and  which  were 
set  up  without  any  substantial  capital. 

The  number  of  bank  failures  consequent  upon  the 
crisis  of  1837  is  not  yet  known.  It  amounts  perhaps 
to  thirty.  The  bank  failures  that  will  occur  in  con¬ 
sequence  of  the  crisis  of  1839,  an  appendix,  as  it  were, 
to  that  of  1837,  will  be  still  more  numerous. 

All  these  failures  have  originated  in  one  of  the  four 
following  causes,  which  have  produced  all  the  bank 
failures  that  ever  happened. 

1st.  An  attempt  to  do  banking  business  without  a 
sufficient  capital. 

2d.  Ignorance  and  incapacity  on  the  part  of  the 
directors. 

3d.  Fraud  on  the  part  of  the  directors. 

4th.  A  general  depreciation  of  property,  ruinous  to 
the  debtors  of  the  banks,  by  which  the  bank  capital 
has  been  swallowed  up. 

So  far  as  the  bill-holders  are  concerned,  it  is  not  dif¬ 
ficult,  as  will  be  seen  hereafter,  to  guard  against  the 
operation  of  all  these  causes. 
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CHAPTER  XXV. 

Present  state  of  public  opinion  in  America  on  the  sub¬ 
ject  of  Banks  and  Banking.  The  New  York  Free 

Banking  Laic. 

Three  opposite  and  hostile  systems  of  opinion  pre¬ 
vail  at  the  present  time  in  the  United  States,  on  the 
subject  of  Banks  and  Banking.  One  party  is  opposed 
to  all  banks  whatever ;  a  second  party  is  in  favor  of  the 
existing  system  of  a  monopoly  of  banking  privileges ; 
while  a  third  party  desire  to  throw  open  the  business 
of  banking,  like  all  other  mercantile  business,  to  free 
competition. 

The  first  party,  or  that  which  is  hostile  to  the  whole 
banking  system,  and  which  desires  to  return  to  a  cur¬ 
rency  exclusively  metallic,  is  very  numerous,  and  has 
received  great  encouragement  of  late  from  the  course 
of  policy  in  relation  to  banks,  which  the  general  gov¬ 
ernment  has  seen  fit  to  adopt. 

The  existence  and  strength  of  such  a  party  is  not 
remarkable.  Several  of  the  most  popular  statesmen 
of  the  country,  at  the  time  the  banking  system  was 
introduced,  denounced  it  as  a  contrivance  for  fleecing 
the  public  for  the  benefit  of  a  few.  Mr.  Jefferson, 
who  had  learned  his  political  economy  in  the  school  of 
the  French  economists,  who  never  had  much  knowledge 
of  commerce,  and  who  always  regarded  it  with  sus¬ 
picion  if  not  with  contempt,  was  extremely  violent  in 
his  denunciations  of  the  banking  system ;  and  his 
opinions  upon  this  subject,  as  upon  others,  have  had 
a  great  influence. 

This  prejudice,  previous  to  the  war  of  1812,  had  con¬ 
siderably  abated;  but  it  was  revived  in  full  force  by 
the  mismanagements  and  misfortunes  attendant  upon 
the  suspension  and  resumption  of  specie  payments,  as 
already  narrated.  This  prejudice  again  having  sub¬ 
sided,  it  was  again  called  into  activity  for  party  pur¬ 
poses,  during  the  contest  for  the  recharter  of  the  United 
10 
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States  Bank  ;  and  the  late  suspension  of  the  hanks, 
together  with  the  new  policy  of  the  federal  adminis¬ 
tration,  has  inspired  it  with  fresh  vigor. 

This  popular  dislike  to  banks  has  been  also  inflamed 
from  time  to  time  by  a  variety  of  other  causes.  Many 
of  those  who  have  first  introduced  the  banking  system 
into  the  new  states,  have  been  speculating  politicians, 
wholly  unacquainted  with  the  proper  business  of 
banking,  who  have  obtained  their  charters  by  art  and 
intrigue,  and  have  then  proceeded  to  act  upon  the 
monopoly  they  had  secured,  with  very  little  regard  to 
the  rules  of  prudence ;  so  that  between  their  ignorance 
and  their  greediness  of  gain,  they  have  soon  involved 
themselves  in  distress,  and  have  been  reduced  perhaps 
to  the  necessity  of  a  failure. 

The  friends  of  the  existing  monopoly  system  have 
put  many  arguments  into  the  mouths  of  those  who  are 
hostile  to  all  banks.  The  friends  of  monopoly  have 
been  accustomed  to  ascribe  all  the  fluctuations  in 
business,  and  all  the  calamities  of  commerce,  to  a  mul¬ 
tiplication  of  banks,  and  a  consequent  redundancy  of 
paper.  The  opponents  of  all  banks  have  caught  at 
this  admission,  and  have  shrewdly  argued,  that  if  the 
multiplication  of  banks  is  attended  with  these  evils, 
the  existence  of  any  banks  at  all  must  be  an  evil, 
since  it  is  just  as  easy  for  a  few  banks  as  for  many 
to  issue  a  redundancy  of  paper. 

It  has  indeed  been  usual,  both  among  the  friends 
and  the  enemies  of  banks,  to  ascribe  to  those  institu¬ 
tions  a  power  over  the  currency,  commerce  and  indus¬ 
try  of  the  country,  which  they  do  not  in  fact  possess. 
According  to  the  vulgar  way  of  stating  the  case,  every 
thing  is  supposed  to  depend  upon  the  plenty  or  scarcity 
of  money ,  and  the  banks,  since  the  currency  consists 
in  their  notes,  are  supposed  to  have  this  plenty  or  scar¬ 
city  entirely  in  their  power,  and  to  be  the  efficient 
cause  of  it.  No  derangement  can  take  place  in  any 
part  of  the  business  of  the  country,  that  is  not  laid 
to  the  door  of  the  banks,  which  are  thus  held  re¬ 
sponsible  for  the  consequences  of  bad  seasons,  bad 
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crops,  unwise  investments,  unexpected  changes  of 
policy  at  home  or  abroad,  unprofitable  speculations, 
and  all  the  uncertainties  and  bad  luck  with  which  hu¬ 
man  operations  are  ever  apt  to  be  attended.  Mr.  Gouge 
has  written  a  very  ingenious  book,  in  which,  with 
remarkable  industry,  he  has  collected  all  the  com¬ 
plaints  of  hard  times,  unprofitable  business,  and  com¬ 
mercial  disasters  which  the  history  of  the  last  forty 
years  affords, — and  having  taken  it  for  granted  that  all 
these  calamities  were  caused  by  the  banking  system, 
he  concludes  therefore  that  the  banks  are  a  terrible 
evil.  This  book  is  well  calculated  to  make  a  deep  im¬ 
pression  upon  the  generality  of  readers ;  and  indeed 
its  fundamental  fallacy  of  ascribing  much  more  to  the 
banks  than  they  ever  were  the  cause  of,  is  deeply 
interwoven  with  the  current  opinions  of  the  day,  and 
has  received  much  countenance  from  those  who  have 
been  regarded  as  high  authority  on  the  subject.  How 
far  the  banks  are  actually  the  causes  of  fluctuations 
in  trade,  will  be  the  subject  of  inquiry  in  a  subse-  * 
quent  chapter. 

What  forms  a  most  serious  objection  to  the  existing 
banking  system,  in  the  minds  of  many,  is,  that  monop¬ 
oly  of  the  business,  which  is  alleged  to  be  essential  to 
its  safety.  All  monopolies  are  totally  abhorrent  to  the 
ideas  of  the  people  of  the  United  States,  and  this  feel¬ 
ing  extends  so  far,  that  even  though  a  particular  mo¬ 
nopoly  should  be  proved  to  be  highly  beneficial,  not 
only  to  those  immediately  interested,  but  to  the  public 
at  large,  yet  the  circumstance  that  it  afforded  a  pecu¬ 
liar  profit  to  a  few,  in  which  others  had  no  chance  to 
share,  would  condemn  it  in  the  minds  of  a  great  ma¬ 
jority.  This  is  the  true  secret  of  the  strong  hostility 
to  a  National  Bank,  which  has  ever  been  displayed, 
notwithstanding  the  many  apparent  benefits  which, 
in  their  practical  administration,  the  two  successive 
national  banks  conferred  upon  the  country. 

The  second  party  to  which  we  have  above  referred, 
or  that  in  favor  of  the  existing  system  of  monopoly 
banking,  consists  not  only  of  the  stockholders  and 
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directors  of  existing  banks,  who  are  naturally  inclined 
to  sustain  a  monopoly  beneficial,  or  apparently  so,  to 
themselves,  however  injurious  to  the  public,  but  of  all 
that  numerous  party  who  maintain  that  “  whatever  is, 
is  right,”  and  who  seem  to  make  it  a  sort  of  religion 
to  sustain  all  sorts  of  existing  institutions. 

The  third  party,  or  that  in  favor  of  free  competition 
in  banking,  was,  till  recently,  very  inconsiderable. 
But  of  late  it  has  received  a  strong  impulse  in  the  pas¬ 
sage  of  a  law  by  the  Legislature  of  New  York,  on  the 
13th  of  April,  1838,  entitled  an  “Act  to  authorize  the 
business  of  Banking,”  by  which,  upon  certain  con¬ 
ditions,  that  business  is  thrown  open  to  free  compe¬ 
tition. 

A  law  of  a  similar  character  had  been  previously 
passed  by  the  Legislature  of  Michigan.  It  was  how¬ 
ever  defective  in  its  details,  and,  unfortunately,  the 
institutions  organized  under  it,  commenced  their  ope¬ 
rations  just  about  the  time  of  the  suspension  of  specie 
payments.  They  were  thus  enabled  to  get  on  at  first 
without  any  solid  capital,  merely  by  lending  notes 
which  they  were  not  obliged  to  redeem.  But  they 
soon  got  into  difficulties;  many  of  them  were  obliged 
to  wind  up  their  affairs;  and  the  experiment  was  re¬ 
garded  as  by  no  means  a  favorable  one.  The  Michi¬ 
gan  act  has  since  been  repealed. 

The  New  York  law  seems  in  many  respects  to  be 
very  judiciously  drawn,*  and  several  associations  with 
a  solid  capital,  and  under  able  management,  have  al¬ 
ready  been  established  according  to  its  provisions.  It 
introduces  a  feature  wholly  new  into  the  business  of 
banking,  by  requiring  the  institutions  formed  under 
it,  to  lodge  with  the  state  comptroller,  as  a  security 
for  the  payment  of  all  the  circulating  notes  issued  by 
them,  an  amount  of  stocks,  or  of  stocks  and  mortgages, 
equivalent  to  the  amount  of  notes  issued  by  each. 

This  idea  of  requiring  banks  to  give  security  for 
the  redemption  of  their  issues,  seems  to  have  been 


*  See  Appendix  for  a  copy  of  this  act. 
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first  started  by  Mr.  Ricardo,  some  twenty  years  ago. 
It  was  derived  from  the  way  in  which  the  capital  of 
the  Bank  of  England  is  invested,  the  public  stocks  in 
which  that  capital  consists  serving  as  a  pledge,  in 
addition  to  all  the  other  means  of  the  Bank,  for  the 
ultimate  redemption  of  its  notes.  This  subject  is 
treated  at  length  in  a  subsequent  chapter. 

The  passage  of  this  law  by  the  Legislature  of  New 
York  has  ensured  for  the  system  of  free  banking  a 
fair  trial.  Nor  does  its  success,  or  its  speedy  introduc¬ 
tion  into  the  other  states,  appear  to  be  doubtful. 

That  the  system  of  free  banking  will  at  once  put 
an  end  to  all  fraud  or  mismanagements,  that  it  will 
prevent  fluctuations  in  trade,  or  will  introduce  a 
mercantile  millennium,  it  would  be  ridiculous  to  im¬ 
agine.  Fraud,  mismanagement  and  fluctuation  are 
incidental  to  all  business  transactions.  But  as  free 
competition  in  every  other  branch  of  trade  has  been 
found  beneficial,  and  has  afforded  a  certain  degree  of 
protection  against  these  evils,  so  free  competition  in 
banking  must  and  will  be  attended  with  the  same 
results.  To  point  out  the  advantages  which  free  com¬ 
petition  has  over  the  existing  monopoly  system,  is  the 
object  of  the  second  part  of  this  treatise. 


CHAPTER  XXVI. 

Banks  on  the  Continent  of  Europe. 

Subsequent  to  the  explosion  of  Mr.  Law’s  Royal 
Bank,  the  idea  of  a  national  institution  for  banking 
found  no  favor  in  France,  so  long  as  the  ancient 
regime  continued  in  existence.  The  people  had  no 
confidence  in  the  government;  nor  would  they  have 
had  any  confidence  in  any  institution  in  which  the 
government  was  a  partner. 

But  several  private  banking  companies  were  estab¬ 
lished  at  Paris,  which  issued  bank  notes,  in  imitation 
10* 
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of  the  private  banks  in  Great  Britain.  The  three 
principal  institutions  of  this  kind  were  the  Caisse 
d}  Fscompte,  the  Comptoir ,  and  the  Foctorerie.  There 
were  several  less  considerable  establishments,  on  the 
same  principle. 

The  larger  banks  were  actuated  by  the  same  jeal¬ 
ousy  of  the  smaller  ones,  and  by  the  same  desire  to 
secure  a  monopoly  for  themselves,  so  obvious  in  the 
history  of  banks,  both  in  England  and  America.  It 
was  principally  to  this  feeling  that  the  Bank  of 
France  owed  its  existence.  By  a  law  of  the  24th 
Germinal,  year  xii.,  (1804)  the  three  private  banks 
above  mentioned  were  consolidated  into  the  Bank  of 
France,  upon  which  was  conferred  the  exclusive  pri¬ 
vilege  for  forty  years  of  issuing  notes  to  circulate  as 
money.  But  this  exclusive  privilege  was  only  pur¬ 
chased  by  yielding  to  the  government  a  very  large 
share  in  the  management  of  the  bank.  The  only 
notes  issued  by  this  bank  are  notes  for  one  thousand 
and  for  five  hundred  franks ;  that  is,  notes  of  two 
hundred  and  one  hundred  dollars. 

The  original  capital  of  this  bank  was  forty-five 
millions  of  franks,  or  above  nine  millions  of  dollars; 
but  in  1807,  the  capital  was  doubled.  Soon  after, 
it  acquired  the  privilege  of  establishing  provincial 
branches. 

This  bank  is  employed  by  the  French  government 
in  the  collection  of  the  public  revenue,  and  the  man-, 
agement  of  the  public  debt.  It  is  modeled  after  the 
Bank  of  England,  but  differs  from  it  in  being  much 
less  an  independent  institution.  The  English  gov¬ 
ernment  may  be  said,  in  a  certain  sense,  to  be  under 
the  control  of  the  Bank  of  England;  whereas  the 
Bank  of  France  is  completely  under  the  control  of 
the  French  government.  Its  charter  expires  in  18-14. 

Banks  much  upon  the  same  principle  have  been 
established  at  Vienna,  St.  Petersburg,  Berlin,  Copen¬ 
hagen,  Amsterdam,  and  Brussels.  It  seems  to  be 
the  settled  maxim  of  Europe  that  the  finances  of  a 
state  can  be  conveniently,  safely  and  economically 
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managed  only  by  means  of  some  sort  of  banking 
agency. 

It  is  only  since  the  peace  of  1815  that  commerce 
and  productive  industry  in  general  have  begun  to  be 
properly  appreciated  on  the  continent  of  Europe.  The 
French  Revolution  of  1830,  however  it  may  be  un¬ 
derrated  by  the  more  zealous  advocates  of  popular 
rights,  was  certainly. a  great  step  in  the  progress  from 
feudal  prejudices  and  ignorance,  towards  the  ideas  of 
modern  times.  Since  that  event,  commercial  and 
manufacturing  industry  have  been  raised  in  France  to 
the  level  of  liberal  arts,  and  it  is  among  men  engaged, 
in  those  employments  that  her  rulers  and  legislators 
are  sought  and  found. 

The  French  people,  at  the  present  time,  are  employ¬ 
ing  all  their  sagacity  upon  questions  of  political  econ¬ 
omy.  Not  content  with  making  trade  a  liberal  art, 
they  seek  to  elevate  it  to  the  dignity  and  the  certainty 
of  science.  The  advantages  to  be  derived  from  a 
bank-note  circulation,  founded  upon  a  free  competi¬ 
tion  in  the  business  of  banking,  will  not  long  escape 
them. 

Indeed  the  Bank  of  France  has  already  found  a 
rival  in  the  Lafitte  Bank ,  lately  established  at  Paris, 
under  the  direction  of  the  celebrated  banker  and 
statesman  whose  name  it  bears.  The  nominal  capi¬ 
tal  of  this  new  institution,  which  has  branches  in  the 
country  towns,  and  which  seems  intended  for  the 
transaction  of  a  business  similar  to  that  of  the  English 
private  and  joint-stock  banks,  is  fifty-five  millions  of 
franks,  or  about  eleven  millions  of  dollars.  Of  this 
amount,  however,  only  fifteen  millions  of  franks,  or 
about  three  millions  of  dollars,  are  paid  up,  the  re¬ 
mainder  being  secured  to  be  paid  when  needed. 

The  monopoly  of  the  circulation  enjoyed  by  the 
Bank  of  France  does  not  allow  this  new  institution 
to  issue  notes  payable  on  demand  ;  but  that  monopoly 
is  evaded  by  the  issue  of  post  notes  for  twenty -jive 
franks  or  jive  dollars,  which,  though  not  by  their 
tenor  payable  on  demand,  are  however  actually  paid 
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on  presentation  at  the  bank.  This  is  the  first  experi¬ 
ment  towards  the  introduction  upon  the  continent  of 
Europe  of  that  system  of  banking  so  long  practised 
in  Great  Britain  and  the  United  States.  The  Lafitte 
Bank  is  established  under  the  general  French  law, 
regulating  societies  en  communante ,  or  limited  part¬ 
nerships. 


PART  SECOND. 


ARGUMENT  FOR  OPEN  COMPETITION 
IN  BANKING. 


CHAPTER  I. 

Origin  of  the  Monopoly  of  Banking. 

There  is  and  always  has  been  a  strong  tendency 
on  the  part  of  the  first  adventurers  in  any  new  branch 
of  traffic  to  secure  a  monopoly  of  it  to  themselves. 
Hence  the  origin  of  the  English  East  India  Company, 
and  of  a  hundred  other  similar  associations,  which  in 
different  countries  have  obtained  the  exclusive  enjoy¬ 
ment  of  different  branches  of  trade. 

Plausible  arguments  in  favor  of  the  creation  of 
those  monopolies  have  never  been  wanting.  It  is 
suggested,  for  instance,  that  the  trade  of  which  a  mo¬ 
nopoly  is  sought,  is  dangerous  and  delicate,  and  can 
only  be  conducted  to  advantage  by  persons  of  great 
probity,  skill  or  experience ;  or  it  has  been  said  that 
the  wants  of  the  public  could  only  be  well  provided 
for  by  an  exclusive  company,  which  would  adapt  the 
supply  exactly  to  the  demand ;  and  that  to  open  the 
business  to  general  competition  would  be  ruinous  to 
those  who  would  rush  into  it  without  the  requisite 
knowledge  or  capital ;  and  by  producing  an  irregular¬ 
ity  of  prices,  would  prove  in  the  end  highly  disadvan¬ 
tageous  to  the  public. 

In  spite,  however,  of  these  arguments,  experience 
has  fully  demonstrated  that  open  competition  is  the 
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life  of  trade,  and  that  although  it  may  lead  occasion¬ 
ally  to  unwise  and  unprofitable  investments  and  spec¬ 
ulations,  it  is  absolutely  essential  to  any  thing  like 
commercial  prosperity. 

When  the  issue  of  bank  notes  was  first  introduced 
into  practice,  that  too,  like  other  branches  of  trade, 
claimed  the  benefit  of  being  erected  into  a  monopoly ; 
and  the  Bank  of  England,  more  fortunate  than  most 
of  its  sister  companies,  has  succeeded  in  preserving  to 
the  present  day  its  exclusive  privileges  comparatively 
unimpaired, — though  of  late  some  serious  inroads 
have  been  made  upon  them. 

The  whole  system  of  banking  in  America  has 
been  formed  upon  the  model  afforded  by  the  Bank 
of  England, — the  system  of  private  banking  which 
prevails  in  Great  Britain  never  having  been  intro¬ 
duced  into  this  country,  and  being  even  prohibited 
by  statute  in  many  of  the  States; — an  enactment 
procured  by  the  chartered  banks,  as  a  support  to  their 
monopoly. 

The  Bank  of  England  being  the  model,  a  monopoly 
or  exclusive  right  to  issue  notes  formed  a  part  of  it, 
an  idea  which  was  readily  received  by  those  who, 
having  already  obtained  charters,  would  naturally  be 
desirous  of  prohibiting  any  body  else  from  sharing  in 
the  profits  of  the  business. 

In  this  country,  however,  this  idea  of  monopoly 
was  never  carried  to  its  full  extent ;  indeed  the  na¬ 
ture  of  our  institutions  would  not  admit  of  it.  The 
National  Banks  enjoyed  it  in  the  highest  degree,  ob¬ 
taining  the  sole  and  exclusive  possession  of  all  the 
privileges  in  the  power  of  Congress  to  grant.  The 
state  legislatures  have  never  been  persuaded,  unless 
it  may  have  been  in  one  or  two  recent  instances,  to 
confer  the  monopoly  of  banking  upon  any  single  com¬ 
pany.  They  have  chosen  to  retain  the  power  of 
granting  this  privilege  to  new  institutions,  so  that, 
although  the  privilege  of  banking  has  been  confined 
to  chartered  companies,  new  charters  have  been 
granted  from  time  to  time,  according  to  the  prevailing 
humor  or  policy  of  the  several  state  legislatures. 
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According  to  this  system,  the  banks  are  privileged 
companies,  enjoying  certain  peculiar  rights,  by  the 
special  grace  of  the  legislature  ;  a  system  which  had 
a  necessary  tendency  to  mix  up  politics  with  the  busi¬ 
ness  of  banking, — an  intermixture  from  which  have 
arisen  most  of  the  great  disasters  to  the  banking  busi¬ 
ness,  and  which  forms  a  great  and  serious  objection 
to  the  whole  monopoly  system. 


CHAPTER  II. 

Of  the  Intermixture  of  Politics  with  Banking. 

The  direct  interference  of  government  with  any 
branch  of  trade  has  generally  proved  very  disadvan¬ 
tageous  to  it.  This  has  been  the  case  especially  with 
respect  to  the  business  of  banking. 

It  is  proper  to  mention  in  the  first  place,  that  all 
those  issues  of  paper,  originally  irredeemable  on  de¬ 
mand,  whether  called  bills  of  credit,  assignats,  trea¬ 
sury  notes,  or  by  whatever  other  name, — issues  which 
have  been  the  origin  of  so  much  of  the  prejudice  felt 
against  a  paper  currency,  and  of  so  much  of  the  dis¬ 
trust  with  which  it  is  regarded, — have  all  originated, 
not  with  bankers  or  merchants,  but  with  governments. 
They  have  been  speculations  of  finance  for  which, 
or  for  any  of  the  consequences  of  which,  neither  the 
banking  system  nor  the  credit  system  is  in  any  way 
to  be  held  responsible. 

In  the  second  place,  those  great  disasters  which 
have  from  time  to  time  overtaken  the  banks,  result¬ 
ing  in  a  general  suspension  of  specie  payments,  by 
which  the  notes  of  the  banks  were  converted  into  a 
currency  precisely  similar  to  the  irredeemable  govern¬ 
ment  issues  above  mentioned, — these  great  disasters 
are  directly  traceable  in  their  origin,  and  in  their  con¬ 
tinuance,  to  an  unfortunate  and  impolitic  connection 
between  the  banks  and  the  government. 

Thus  the  great  run  upon  the  Bank  of  England  in 
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1796,  which  resulted  in  the  stoppage  of  specie  pay¬ 
ments,  and  a  long  series  of  irredeemable  issues,  origi¬ 
nated  in  the  idea,  which  was  well  founded,  that  the 
bank  was  so  closely  connected  with  the  government, 
that  in  case  of  an  invasion  and  the  defeat  of  the  gov¬ 
ernment  forces,  it  must  certainly  be  ruined.  Private 
individuals,  it  was  supposed,  might  remain  solvent  even 
though  the  government  were  overturned;  and  hence, 
during  that  panic,  the  notes  of  private  bankers  were 
freely  received  by  many,  who  refused  the  notes  of  the 
national  bank. 

The  long  continuance  of  that  suspension  was  also 
caused  by  the  close  intimacy  between  the  bank  and 
the  government.  The  suspension  was  found  so  con¬ 
venient  to  the  government,  by  enabling  it  to  obtain 
larger  accommodations  from  the  bank  than  otherwise 
it  could  have  done,  that  although  at  divers  times  the 
bank  showed  a  strong  disposition  to  resume,  the  gov¬ 
ernment  constantly  interfered  to  prevent  it. 

The  suspension  of  the  American  banks  in  1814, 
grew  in  like  manner  out  of  extravagant  loans  1o  the 
general  government,  and  the  banks  were  enabled  to 
continue  that  suspension  solely  by  the  countenance 
and  connivance  of  the  federal  administration. 

The  suspension  of  1837  would  never  have  taken 
place  but  for  an  attempt  on  the  part  of  the  federal 
administration  to  use  a  part  of  the  banks  not  merely 
as  banking,  but  as  political  agents.  A  vast  sum  ot 
money  was  suffered,  for  political  purposes,  to  accumu¬ 
late  in  the  hands  of  these  banks,  which  they  were 
first  encouraged  to  loan  liberally,  as  a  means  of  con¬ 
ciliating  the  good  will  of  the  public  towards  the 
administration  ;  and  then,  by  a  sudden  change  of  pol¬ 
icy,  they  were  obliged  to  call  in  those  loans  with  a 
haste  disastrous  to  their  debtors,  and  distressing  in 
its  consequences  to  the  whole  country.  Add  to  this, 
that  the  great  importation  of  gold,  which  alarmed 
the  Bank  of  England,  and  led  to  consequences  hereto¬ 
fore  pointed  out,  was  principally  caused  by  the  policy, 
and  indeed  by  the  express  instructions,  of  the  federal 
government. 
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Not  only  have  these  great  revulsions  in  bank¬ 
ing  affairs  grown  out  of  a  too  close  connection  be¬ 
tween  governments  and  banks,  but  the  system  of 
bank  charters  has  been  attended  by  other  serious 
dangers.  The  very  circumstance  that  a  legislature 
confers  by  charter  the  special  privilege  of  issuing 
circulating  notes,  is  naturally  regarded  by  the  people 
as  a  sort  of  guarantee  on  the  part  of  the  government 
that  the  institution  it  has  specially  authorized  is  a 
sound  institution,  and  that  its  notes  are  worthy  of 
credit.  It  thus  happens  that  a  bank,  by  the  mere 
circumstance  of  being  a  chartered  institution,  and 
without  any  regard  to  its  actual  capital,  or  to  those 
circumstances  on  which  alone  its  credit  ought  to  be 
founded,  has  been  able  to  push  a  large  amount  of 
notes  into  circulation  ;  and  all  the  worst  bank  failures 
on  record  have  been  occasioned  by  the  very  circum¬ 
stance,  that  the  possession  of  a  legislative  charter 
enabled  the  banks  to  get  into  a  credit  which  was 
never  deserved,  and  which  was  founded  not  upon  a 
real  but  on  a  mere  nominal  capital. 

Again,  the  circumstance  that  banks  are  created  by 
special  legislative  acts,  causes  them  to  be  regarded, 
to  a  certain  extent,  as  public  institutions,  upon  which 
the  public  has  a  right  to  call  for  succor  and  relief. 
The  consequence  is,  that  whenever  the  banks  are  not 
willing  to  loan  as  much  as  the  public  are  desirous  to 
borrow, — and  any  number  of  persons  from  three  up¬ 
wards  are  accustomed  to  assume  the  appellation  of 
the  public , — a  hue  and  cry  is  raised  against  them,  as 
if  they  did  not  sufficiently  fulfil  the  end  of  their  crea¬ 
tion,  namely,  the  accommodation  of  the  public;  and 
thus  assailed,  the  banks  are  led  into  unsafe  and  inju¬ 
dicious  extensions  of  their  business,  at  times  when 
prudence  would  rather  demand  a  contraction  of  it. 

The  circumstance,  too,  that  bank  charters  have 
been  granted  by  special  legislative  favor,  has  been 
the  occasion  of  banking  institutions  being  too  often 
set  on  foot,  not  by  men  who  had  a  solid  capital  and  a 
knowledge  of  the  business,  but  by  speculative  politi- 
11 
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cians,  who  have  first  availed  themselves  of  their  poli¬ 
tical  influence  to  get  a  charter,  and  have  then  resorted 
to  the  most  unsafe  and  unjustifiable  means  to  make 
the  most  they  could  out  of  it.  A  very  striking  in¬ 
stance  of  this  sort  of  procedure  is  afforded  by  the 
history  of  the  early  operations  of  the  second  Bank 
of  the  United  States. 

When  it  is  contended  that  banks  ought  to  be  totally 
independent  of  the  government,  and  disconnected  with 
it,  all  that  is  meant  is,  that  the  right  to  establish  a 
bank  ought  to  be  a  common  right,  open  to  all  who 
will  comply  with  such  regulations  for  the  public  secu¬ 
rity  as  may  be  established  by  a  general  law.  It  is 
not  intended  that  the  government  should  refuse  to 
have  any  dealings  with  banks  in  any  shape,  if  the 
government  has  money  to  be  kept  or  transferred,  or 
other  banking  business  to  be  transacted,  it  is  as  proper 
for  it  to  employ  a  banker  for  that  purpose,  as  to  em¬ 
ploy  carpenters  for  the  construction  of  its  vessels,  or 
sailors  to  navigate  them.  This  use  of  banking  insti¬ 
tutions  by  the  government  is  altogether  a  different 
thing,  from  that  intimate  and  dangerous  association 
which  has  too  often  grown  out  of  the  system  of  mo¬ 
nopoly. 


CHAPTER  III. 

Practical  operation  of  the  Monopoly  System. 

With  respect  to  the  business  of  banking  there  are 
two  inquiries  of  principal  interest  and  importance. 
First.  What  system  is  most  advantageous  to  the  pub¬ 
lic?  Second.  How  can  banks  be  rendered  most  prof¬ 
itable  to  the  stockholders? 

Those  who  have  been  the  first  to  establish  banks, 
have  been  guided,  like  adventurers  in  all  other  branches 
of  business,  not  so  much  by  any  concern  for  the  pub¬ 
lic  good,  as  by  a  regard  to  their  own  private  gain ; 
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and  hence  it  has  happened  that  the  second  of  the 
above  questions  has  been  studied  with  infinitely  more 
zeal  and  assiduity  than  the  first.  One  great  secret  of 
making  banks  profitable  was  soon  discovered  to  be, 
the  keeping  competitors  out  of  the  business.  Thus 
originated  that  monopoly  of  bank  charters,  which  af¬ 
terwards  was  defended  by  arguments  drawn  from  the 
public  good,  but  with  the  origin  of  which  the  public 
good  had  nothing  at  all  to  do.  To  discover  how  far 
the  public  good  is  actually  promoted  by  such  a  mo¬ 
nopoly,  it  will  be  well  to  trace,  with  some  minuteness, 
the  practical  operation  of  the  system  of  monopoly 
banking. 

The  first  thing  is,  to  get  a  charter.  One  from  the 
General  Government,  with  exclusive  privileges,  and 
a  clause  prohibiting  the  grant  of  any  other  bank,  is 
esteemed  best  of  all.  But  such  a  charter  is  a  non¬ 
such  not  easy  to  be  got. 

Next  best  is  a  State  Bank,  in  which  the  state  gov¬ 
ernment  takes  a  portion  of  the  stock,  with  a  clause, 
if  possible,  prohibiting  the  grant  of  any  other  bank 
within  the  state.  But  if  such  a  bank  is  not  to  be 
had,  a  bare  charter,  without  any  exclusive  privileges, 
should  be  thankfully  accepted. 

It  is  very  desirable,  however,  that  no  other  bank 
should  be  permitted  in  the  county,  city,  town  or  vil¬ 
lage,  in  which  the  new  bank  is  established  ;  and  all 
existing  banks  are  to  join  together,  upon  all  occasions, 
in  a  solemn  protest  against  the  creation  of  any  new 
banks,  declaring,  with  one  voice,  that  the  multiplica¬ 
tion  of  small  banks, — which,  by  way  of  emphasis,  may 
be  denounced  as  “  little  peddling  shaving  shops,” — 
is  ruinous  to  the  currency,  causes  fluctuations  in  trade, 
produces  a  scarcity  of  money,  &c.  &c.  &c. 

In  order  to  obtain  a  charter,  it  is  necessary  to  be  on 
good  terms  with  the  legislature  applied  to.  Obstin¬ 
ate  opposers  may  be  silenced  by  the  promise  of  a  cer¬ 
tain  number  of  shares  in  the  stock, — which  shares,  if 
very  obstinate,  they  must  be  allowed  to  keep  without 
paying  for. 
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Things  being  properly  prepared,  a  petition  is  to  be 
presented  to  the  legislature,  representing  that  in  the 
town  of  Blank ,  the  public  good  requires  the  establish¬ 
ment  of  a  bank ;  and  to  prove  it,  there  should  be  an¬ 
nexed  to  the  petition  as  long  a  list  as  possible  of  the 
shops,  manufactories,  shipping,  &c.,  and  the  petition 
may  wind  up  with  a  grand  flourish  about  the  grow¬ 
ing  business  and  importance  of  the  place.  The  bank 
is  to  be  asked  for  solely  on  public  grounds;  not  a 
whisper  about  the  profits  the  petitioners  expect  to 
make  by  it. 

If  the  petition  is  coolly  received,  it  may  be  well  to 
revise  the  private  list  of  stockholders,  and  to  add  the 
names  of  several  of  the  legislators.  If  the  bank  still 
rubs,  it  is  a  good  plan  to  form  a  combination  with  the 
friends  and  advocates  of  some  other  proposed  banks, 
and  to  push  the  whole  through  in  succession,  by  that 
ingenious  contrivance  commonly  known  by  the  name 
of  log-rolling.  If  nothing  better  can  be  done,  employ 
some  influential  politician  to  procure  a  charter  for  you, 
and  buy  him  out  at  a  premium. 

Let  us  now  suppose  that  a  charter  is  obtained  ;  and 
the  capital  fairly  paid,  in  specie,  or  the  bills  of  specie¬ 
paying  banks.  That  capital,  say,  is  one  million  of 
dollars. 

Problem.  Having  a  capital  of  one  million,  how 
shall  the  bank  be  able  to  lend  two  millions  and  up¬ 
wards,  so  as  to  make  dividends  of  twelve  or  fifteen 
per  cent? 

Solutio?i.  Get  a  million  of  notes  or  upwards  into 
circulation.  The  bank  can  then  lend  one  million  in 
coin  or  the  notes  of  other  banks,  and  one  million  or 
upwards  in  its  own  notes.  To  redeem  those  notes 
when  presented,  it  is  necessary  to  keep  on  hand  a  cer¬ 
tain  amount  of  specie;  but  as  the  interest  on  this 
specie  is  a  dead  loss  to  the  bank,  the  smaller  the  sum 
kept,  the  better. 

Now  it  is  obvious  that  the  fewer  banks  there 
are  in  existence,  the  greater  amount  of  notes  each 
existing  bank  will  be  able  to  circulate.  For,  as  has 
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been  explained  in  the  first  part  of  this  treatise,  the 
total  circulation  of  all  the  banks  is  limited  by  the 
amount  of  circulating  medium  which  the  country  re¬ 
quires.  Suppose  the  total  circulation  of  the  United 
States  to  amount  to  two  hundred  millions;  suppose  a 
national  bank  with  a  capital  of  ten  millions,  and  no 
other  banks  allowed  in  the  country.  This  one  bank 
could  lend  and  circulate  two  hundred  millions  of 
its  notes;  and  suppose  it  to  keep  on  hand  even  so 
much  as  fifty  millions  of  specie,  still  it  could  make 
dividends  of  from  eighty  to  one  hundred  per  cent. 
What  a  charming  business!  If  another  bank  were 
chartered,  it  would  probably  divide  the  circulation 
about  equally,  and  diminish  the  profits  of  the  first 
bank  nearly  one  half.  A  third  bank  would  diminish 
the  profits  of  the  other  two;  so  of  a  fourth,  a  fifth, 
&c.  This  statement  makes  it  very  clear,  how  it 
comes  to  be  considered  a  sacred  duty  on  the  part  of 
all  existing  banks  to  oppose,  by  all  ways  and  means 
whatever,  the  creation  of  any  new  banks,  which,  in 
fact,  are  only  rivals,  eager  to  share,  and  certain  to 
diminish,  the  profits  of  banking. 

We  now  suppose  our  bank  in  “the  full  tide  of 
successful  experiment.”  Capital,  one  million  ;  loans, 
two  and  a  half  millions ;  circulation,  one  million;  de¬ 
posits,  six  hundred  thousand;  specie,  one  hundred 
thousand;  dividend,  ten  per  cent;  stock,  fifty  per 
cent  above  par. 

In  this  state  of  things,  money  begins  to  grow  tight. 
Business  perhaps  has  been  unprofitable  and  confi¬ 
dence  is  shaken ;  the  harvest  has  failed,  or  some  par¬ 
ticular  branch  of  manufacture  has  been  unsuccessful ; 
a  war  or  an  embargo  threatens  to  interrupt  business, 
and  impede  commercial  intercourse;  perhaps  some 
bank  or  some  political  party  have  found  it  expedient, 
for  purposes  of  their  own,  to  get  up  a  panic;  or  there 
merely  arises  an  accidental  and  transient  demand  for 
specie  for  exportation  ; — for  some  cause  or  other,  and 
such  causes  are  constantly  occurring,  our  notes  come 
in,  the  specie  is  demanded,  and  something  like  a  run 
11* 


126 


BANKS,  BANKING, 


begins,  or  threatens  to  begin.  Directors  meet  in  great 
alarm.  What  is  to  be  done?  The  case  is  clear.  All 
discounts  must  be  steadily  refused;  such  ot  our  own 
notes  as  are  paid  into  the  bank  must  not  be  re¬ 
issued;  the  notes  of  other  banks  must  be  sent  off  as 
fast  as  received  and  the  specie  demanded,  that  we 
may  have  the  wherewithal  to  replenish  our  empty 
vaults.  Our  circulation  must  be  diminished  one 
tenth,  one  quarter,  one  third,  one  half,  according  to 
circumstances;  and  this  can  only  be  accomplished  by 
still  refusing  all  discounts.  If  the  run  continues,  we 
must  keep  on  refusing  discounts  till  our  circulation  is 
reduced  almost  to  nothing.  That  point  attained,  and 
the  bank  is  out  of  danger. 

Let  us  now  look  to  the  effects  of  this  operation 
upon  the  customers  of  the  bank.  A,  B,  C,  D,  and 
others  had  obtained  accommodations,  upon  the  strength 
of  which  they  bought  goods,  set  up  factories,  built 
ships,  and  entered  into  diverse  speculations.  These 
accommodations  were  renewed  from  time  to  time,  as 
a  matter  of  course;  and  the  borrowers  went  on,  as 
they  imagined,  doing  well  and  making  money.  But 
the  sudden  and  unexpected  stoppage  of  their  discounts 
involves  them  in  the  greatest  embarrassments.  They 
find  it  impossible  to  meet  their  engagements.  They 
fail.  Their  failure  causes  other  failures ;  these  fail¬ 
ures  give  a  shock  to  public  confidence;  business  is 
interrupted  ;  prices  fall ;  property  is  sacrificed  ;  bank¬ 
ruptcies  are  multiplied.  But  no  matter.  We  have 
saved  the  bank;  and  we,  the  directors,  though  we 
have  refused  every  body  else,  have  been  induced, 
now  and  then,  to  discount  notes  for  each  other. 
With  the  money  thus  obtained,  we  have  bought  up 
property  at  the  low  prices  ;  and  as  business  revives, 
our  pockets  begin  to  grow  heavy. 

And  before  long,  business  does  revive.  The  failing 
being  over,  confidence  is  presently  restored.  The  low 
prices  are  a  temptation  to  purchase.  Capital  is  need¬ 
ed  for  these  and  other  purposes,  and  fresh  applications 
are  made  for  discounts.  Discounts  are  granted;  our 
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circulation,  loans,  dividends,  and  the  premium  on  our 
stock,  return  to  the  old  limit,  or  perhaps  go  beyond 
it.  But  sooner  or  later,  a  demand  for  specie,  or  an 
apprehended  demand  for  it,  returns  to  vex  us.  The 
same  system  of  contractions  is  resorted  to;  and  the 
same  ruin  to  individuals  attends  it.  But  the  bank  is 
saved  as  before. 

Should  it  happen,  however,  that  we  have  a  board 
of  directors  especially  greedy  of  gain,  or  especially  con¬ 
fident  in  their  own  good  fortune,  especially  in  need  of 
discounts  themselves,  or  especially  tender-hearted  to¬ 
wards  the  customers  of  the  bank;  or  who,  for  any 
other  reason,  neglect  an  immediate  resort,  in  cases 
of  danger,  to  the  orthodox  remedy  of  sudden  curtail¬ 
ment,  the  fate  of  the  bank  is  certain.  A  run ,  under 
the  circumstances  supposed,  is  one  of  those  galloping 
disorders,  which  require  the  application  of  an  instant 
remedy.  The  delay  of  a  single  week,  or  a  single  day, 
may  be  fatal.  The  specie  is  exhausted  ;  the  bank 
stops  payment. 

Upon  the  final  settlement  of  its  affairs,  it  may  turn 
out  to  be  perfectly  solvent;  but  many  of  those  who 
depended  upon  it  for  loans  are  ruined  by  its  stop¬ 
page  ;  and  the  holders  of  the  notes,  unable  or  too  im¬ 
patient  to  wait,  are  generally  obliged,  or  induced,  to 
dispose  of  them  at  a  great  discount.  Perhaps  they 
are  bought  up  by  the  very  agents  of  the  bank. 

Such,  in  general  terms,  is  apt  to  be  the  history  of 
every  bank  which  enjoys  a  very  extensive  monopoly, 
and  is  enabled  thereby  to  obtain  a  very  extensive  cir¬ 
culation. 

Thus  far  we  have  considered  the  operation  of  our 
supposed  monopoly  bank,  principally  as  relates  to  its 
own  profits.  But  the  public  is  apt  to  imagine  that  it 
too  has  some  interest  in  this  business,  and  to  ask,  with 
some  little  eagerness,  out  of  whose  pockets  come  these 
great  dividends?  Why  should  a  few  favored  individ¬ 
uals  be  permitted  to  grow  rich  by  the  privilege  of  lend¬ 
ing  the  same  money  twice  over,  once  in  the  shape  of 
coin,  and  again  in  the  shape  of  notes? 
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The  bank  directors,  being  thus  put  to  the  question, 
proceed  to  state  the  following  apology  and  defence. 

It  is  most  true,  they  say,  that  we  make  money  by 
the  bank ;  more  money  than  we  could  make  by  any 
other  investment  of  the  same  capital.  But  the  advan¬ 
tage  is  not  confined  to  us.  It  extends  to  the  borrowers 
as  well  as  to  the  lenders.  By  the  contrivance  of  bank 
notes,  we  are  enabled  to  lend  twice  as  much  money 
as  we  otherwise  could.  It  is  the  same  to  the  country 
as  an  actual  creation  of  capital;  it  is,  in  fact,  calling 
into  activity  a  capital  which  before  was  dormant. 
Where  the  circulation  consists  solely  in  bank  notes, 
there  is  a  net  addition  to  the  capital  of  the  country, 
nearly  equal  to  the  entire  amount  of  those  notes. 
Suppose  the  bank-note  circulation  of  the  United  States 
to  amount  to  one  hundred  millions.  Then  the  bank¬ 
ing  system  makes  a  net  addition  to  the  active  capital 
of  the  country,  equal  to  one  hundred  millions,  deduct¬ 
ing  the  amount  of  specie  kept  on  hand  by  the  banks. 
For  the  gold  and  silver  otherwise  necessary  to  serve 
as  coin,  so  soon  as  its  place  is  supplied  by  notes,  be¬ 
comes  an  article  of  merchandise,  and  may  be  exported 
like  an  equivalent  value  in  wheat  or  tobacco.  This 
is  the  advantage  which  the  public  derives  from 
banks. 

It  will  be  observed  that  this  statement  is  far  from 
being  a  full  answer  to  the  two  questions  above  pro¬ 
posed ; — but  so  far  as  it  goes,  it  is  satisfactory  and 
solid.  It  is,  in  fact,  that  same  argument  in  favor  of 
bank  notes,  so  clearly  explained,  and  so  fully  illus¬ 
trated,  in  the  “Wealth  of  Nations.”  It  cannot  be  re¬ 
futed;  and  notwithstanding  all  the  frauds  of  which 
banks  have  been  the  fruitful  occasion ;  notwithstanding 
the  bad  purposes  to  which  they  have  sometimes  been 
prostituted;  notwithstanding  the  serious  calamities 
they  have  often  inflicted  ;  notwithstanding  their  con¬ 
fessedly  delicate  and  necessarily  dangerous  nature, — 
delicate  and  dangerous,  that  is,  according  to  the  prac¬ 
tice  of  banking  now  under  consideration, — it  is  the 
experimental  perception  of  this  fact,  on  the  part  of  the 
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community,  which  has  enabled  the  hanks  to  bear  up 
against  all  the  real,  and  all  the  fanciful  objections 
which  have  been  urged  against  them. 

A,  B,  C,  and  D,  enterprising  people,  but  without 
capital,  have  always  been  ready  and  eager  to  borrow. 
They  are  willing  to  pay  for  the  use  of  capital,  and, 
provided  they  can  have  it,  they  care  not  whence  it 
comes,  or  who  receives  the  interest.  It  is  also  for  the 
public  advantage  that  A,  B,  C,  and  D  should  be  able 
to  borrow;  and  if  they  can  get  the  money  at  home, 
instead  of  going  abroad  for  it,  the  country  is  not  only 
a  gainer  by  their  share  of  the  profits  made  from  its 
use,  but  it  also  retains  that  share  which  would  other¬ 
wise  go  abroad  in  payment  of  interest.  And  perhaps 
these  people,  being  persons  of  little  property,  would 
not  have  been  able  to  borrow  abroad  ;  and  for  want 
of  the  means  of  working,  would  have  been  condemned 
to  a  state  of  idleness,  irksome  to  themselves,  and  dan¬ 
gerous  to  the  community. 

Now  if  this  process  for  the  creation  and  loaning  of 
capital  went  on  as  securely  for  the  borrowers,  as  it 
does  profitably  for  the  lenders,  there  would  seem  to  be 
no  very  reasonable  objections  to  it;  for  however  a 
spirit  of  vulgar  envy  might  declaim  against  the  ex¬ 
cessive  gains  of  the  banks,  it  might  be  answered,  that 
the  honest  gains  of  individuals  are  gains  to  the  com¬ 
munity;  and  if  only  some  are  the  gainers,  that  is  bet¬ 
ter  than  to  have  no  gain  at  all. 

But  it  is  obvious  that,  according  to  the  practice  of 
banking  at  present  under  consideration,  the  borrowers 
are  placed  in  a  very  awkward  predicament.  The 
gains  of  the  bank  are  tolerably  certain;  but  the  cus¬ 
tomers,  a  far  more  numerous  body,  and  one  in  whose 
welfare  the  public  have  a  much  deeper  stake,  are 
kept  in  a  constant  state  of  the  most  harassing  and 
servile  dependence.  The  bank  may  be  obliged  sud¬ 
denly  to  contract  its  discounts,  at  any  moment.  The 
day  and  the  hour  no  man  knoweth  ;  and  business  done 
upon  the  strength  of  loans  so  uncertain,  becomes  a 
mere  gambling  business,  the  success  of  which  depends 
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entirely  upon  the  fact,  whether  or  not  the  bank  will 
continue  its  accommodations,  till  the  business  reaches 
a  conclusion;  a  contingency  as  to  which  it  is  impos¬ 
sible  to  form  even  the  shadow  of  a  guess. 

Trade  is  uncertain  enough  at  the  best;  but  trade 
resting  upon  banking  accommodations,  granted  in  ac¬ 
cordance  with  this  system  of  banking,  ceases  to  be  an 
art.  Shrewdness,  calculation,  knowledge,  prudence, 
good  sense,  become  of  little  or  no  avail, — for  the  wisest 
plans,  and  the  most  judicious  arrangements,  may  be 
defeated  by  an  unexpected  contraction  of  bank  loans, 
which  no  one  could  foresee,  and  against  which  it  is 
impossible  to  guard.  These  respectable  qualities  lose 
the  estimation  to  which  they  are  entitled.  Trade 
comes  to  be  looked  upon  as  a  lottery ;  the  merchants 
are  infected  with  a  mere  spirit  of  gambling;  and  it 
is  not  industry,  it  is  not  sagacity,  it  is  not  economy, 
which  ensure  commercial  success;  it  is  chance,  it  is 
good  luck. 

It  is  obvious  that,  according  to  the  practice  under 
consideration,  the  more  prosperous  a  bank  is,  the  more 
delicate  and  dangerous  a  machine  it  becomes.  There 
is  required  in  its  management  a  constant  watchfulness 
and  care,  to  guard  not  only  against  a  run,  but  against 
the  probabilities  of  a  run.  In  times  when  confidence 
is  shaken,  and  the  customers  of  a  bank  look  to  it  as  a 
friend  who  will  support  and  back  them  up,  just  in 
proportion  to  the  prosperity  of  the  bank,  or,  in  other 
words,  to  the  extension  of  its  business,  it  becomes  their 
most  dangerous  enemy;  for  just  in  proportion  to  its 
prosperity,  the  necessity  of  contracting  its  loans  be¬ 
comes  the  more  imperious.  The  safety  of  the  bank 
requires  it  sternly  to  close  its  ears  against  the  distress 
and  piteous  lamentations  of  its  customers,  it  must 
refuse  accommodations, — and  just  in  proportion  to  the 
extent  of  its  business  must  be  t lie  extent  of  its  refusals. 
However  harsh  the  remedy,  it  is  absolutely  necessary  ; 
and  if,  through  an  ill-judged  pity  or  a  false  confidence 
in  its  own  good  fortune,  this  remedy  is  omitted,  and 
accommodations  are  continued,  the  relief  is  only 
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momentary;  for  the  bank,  if  it  continues  to  discount, 
must  presently  stop  payment;  and  that  stoppage  not 
only  puts  a  sudden  period  to  its  accommodations,  but 
it  involves  the  holders  of  its  notes  in  the  common  mis¬ 
fortune. 

It  is  to  be  recollected,  also,  that  this  harsh  remedy  is 
applied  not  only  to  cases  of  real,  but  to  those  of  merely 
suspected  danger.  Not  only  the  actual  fluctuations 
of  trade,  but  a  false  alarm,  a  rumor,  a  panic,  got  up 
for  stock-jobbing  or  political  effect;  the  humor,  fancy, 
or  caprice  of  a  board  of  directors;  the  low  spirits  or 
imaginary  terrors  of  an  influential  member;  the  most 
trifling  causes,  acting  upon  machines  so  delicate,  may 
produce  the  most  serious  consequences  to  individual 
borrowers. 

Thus  far,  it  has  been  all  along  supposed  that  the 
getters-up  and  managers  of  the  bank  were  men  of 
honesty  and  honor;  and  that  its  capital  was  actually 
paid,  before. commencing  operations,  in  specie,  or  its 
equivalent.  But  suppose,  what  sad  experience  teaches 
to  be  but  too  likely  to  happen, — suppose  that  the  get¬ 
ters-up  of  the  bank  are  not  honest.  Suppose  that  the 
nominal  capital,  instead  of  being  actually  paid  in,  is 
made  up  of  the  promissory  notes  of  the  stockholders ; 
so  that  the  bank  commences  operations  with  little  or 
no  solid  capital.  Laws  have  been  enacted  in  several 
States  to  prevent  such  proceedings;  but  wherever  it 
is  an  object  to  evade  them,  the  dishonest  easily  find 
the  means  of  doing  so.  In  the  case  now  supposed, 
the  loans  of  the  bank  are  founded  solely  upon  its  cir¬ 
culation;  and  any  thing  which  drives  its  notes  home, 
puts  a  total  stop  to  its  business.  But  with  such  banks 
the  stockholders  are  always  the  principal  customers. 
The  harsh  remedy  of  contraction  might  save  the  bank, 
but  it  would  ruin  them.  Of  course  it  is  generally  judg¬ 
ed  more  expedient  for  the  bank  to  fail;  and  though 
the  notes  should  ultimately  be  paid  in  full,  the  stock¬ 
holders  are  enabled,  in  the  mean  time,  to  levy  upon 
the  public  a  forced  loan  without  interest ,  for  their  own 
private  benefit. 
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These  very  serious  objections  to  the  practice  of 
monopoly  banking,  lead  to  the  important  and  interest¬ 
ing  inquiry,  whether,  taking  for  our  sole  guide  the 
advantage  of  the  public , — which  in  this  case  may  be 
considered  as  nearly  coincident  with  the  interest  of 
the  borrowers, — it  is  not  possible  to  propose  a  theory 
of  banking,  and  a  practice  founded,  upon  that  theory, 
to  which  these  objections  shall  not  apply. 


CHAPTER  IY. 

Theory  of  Paper  Currency. 

The  reasons  which  have  caused  the  precious  metals 
to  be  so  generally  adopted  as  money,  that  is,  1st.  as  a 
measure  of  value ,  2d,  as  a  medium  of  exchange,  are 
mentioned  in  every  treatise  upon  political  economy. 
It  is  to  be  observed,  however,  that  notwithstanding 
these  two  offices  are  jumbled  together  under  the  single 
name  of  money ,  they  are  perfectly  distinct  in  their 
nature,  and,  as  will  presently  appear,  in  some  respects 
incompatible. 

The  reason  why  the  precious  metals  have  been 
adopted  as  a  measure  of  value ,  may  be  thus  explained. 
Fluctuations  of  value,  that  is  of  price, — for  in  matters 
of  trade  these  two  words  are  synonymous, — depend, 
1st,  upon  supply,  2d,  upon  demand.  While  supply 
remains  perfectly  steady,  it  has  a  tendency  to  keep 
the  demand  steady  also;  and  though  the  independent 
fluctuations  of  demand  produce  considerable  effects 
upon  price,  yet,  in  general,  the  price  or  value  of  things 
is  not  affected  by  those  fluctuations  at  all  to  the  same 
degree  as  by  fluctuations  of  supply;  for  experience 
shows  that  the  supply  of  most  things  is  much  more 
liable  to  vary  than  the  demand  for  them.  The  wants 
of  man,  growing  out  of  his  constitution,  are  regular  and 
constant.  The  supply  of  nature  is  apt  to  vary. 
Effective  demand ,  it  is  true,  depends  not  only  upon  the 
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desire  to  possess,  but  also  upon  the  ability  to  purchase. 
But  variations  in  that  ability  are  apt  to  be  less  sudden 
and  violent  than  variations  in  the  supply.  Indeed  it 
is  by  variations  of  supply,  operating  to  enhance  or 
reduce  the  price,  that  variations  in  the  capacity  to  pur¬ 
chase  are  often  principally  caused.  Now  the  supply 
of  the  precious  metals  seems  much  less  liable  to  sud¬ 
den  fluctuations,  than  that  of  any  other  thing  which 
is  an  article  of  trade.  This  steadiness  of  supply  is 
principally  owing  to  the  durability  of  the  precious 
metals;  for  it  must  be  recollected  that  we  understand 
by  supply,  the  whole  quantity  of  the  article  in  ques¬ 
tion,  in  existence  and  circulation,  at  any  given  point 
of  time.  In  the  case  of  the  precious  metals,  the  sup¬ 
ply,  that  is,  the  total  available  amount  on  hand,  cannot 
be  materially  affected  by  the  annual  production  or  the 
annual  consumption,  at  least,  not  till  the  end  of  a  con¬ 
siderable  series  of  years.  Whereas  in  the  case  of  most 
articles  of  daily  use,  the  supply  on  hand  is  wholly 
dependent  upon  the  proportion  which  the  annual  pro¬ 
duction  bears  to  the  annual  consumption.  The  supply 
of  the  precious  metals  being  thus  comparatively  steady, 
produces  a  comparative  steadiness  or  uniformity  in 
their  value;  and  this  steadiness  or  uniformity  of  value 
adapts  them  to  serve  as  a  measure  of  value  ;  for  it  is 
obvious,  that  the  less  liable  the  measure  is  to  vary, 
the  more  correct  will  be  the  measurements.  Though 
a  very  incorrect  measure,  when  the  values  to  be 
measured  are  separated  by  a  great  distance  of  time, — 
and  in  some  cases,  even  by  great  distance  of  space, — 
still  it  answers  sufficiently  well  for  the  temporary 
transactions  of  ordinary  trade;  and  as  a  measure  of 
value  adapted  to  that  purpose,  no  substitute  has  ever 
yet  been  proposed,  which  is  worthy  of  a  second 
thought. 

The  other  service  performed  by  the  precious  metals, 
in  their  character  of  money,  is  to  answer  as  a  medium 
of  exchange.  For  this  purpose  they  are  adapted  by 
their  capability  of  being  subdivided  to  almost  any  de¬ 
gree,  without  loss;  by  their  small  comparative  bulk, 
12 


134 


BANKS,  BANKING, 


which  enables  a  large  comparative  value  to  be  easily 
carried  about  and  transported  from  place  to  place ; 
and  by  their  capability  of  receiving  a  permanent  im¬ 
print,  expressive  of  their  weight  and  fineness.  Still, 
their  employment  for  this  purpose  is  subject  to  some 
very  serious  difficulties. 

1.  Notwithstanding  the  small  ratio  which  the  bulk 
of  the  precious  metals  bears  to  their  value,  yet,  where 
sales  and  purchases  are  large,  the  bulk  of  metallic 
money,  the  trouble  of  counting  it,  and  the  expense  of 
transporting  it  from  place  to  place,  become  a  great  in¬ 
convenience.  We  now  use  copper  only  for  the  small¬ 
est  coins,  and  the  most  trifling  exchanges.  It  once 
formed  the  entire  circulating  medium  of  whole  nations. 
But  the  increase  of  trade,  and  the  increasing  amount 
and  value  of  sales  and  purchases,  made  its  bulkiness 
intolerable,  and  silver,  as  comprising  a  much  greater 
value  in  a  smaller  bulk,  was  substituted  in  its  place, 
as  the  principal  medium  of  exchange.  But  trade  and 
wealth  continued  to  increase;  and  the  bulkiness  of 
silver  coin  began  to  be  complained  of.  Gold  offered  a 
new  medium;  and  by  its  greater  value  in  a  smaller 
bulk,  consoled  the  toiling  brains  and  cracking  sinews 
of  the  merchants  and  money  dealers. 

But  gold  was  only  a  palliation  of  the  difficulty.  A 
Venetian  merchant  wished  to  purchase  wool  in  Eng¬ 
land  to  the  value  of  10,000/.  sterling.  The  transporta¬ 
tion  of  such  a  bulk  iu  coin,  for  such  a  distance,  was 
attended  with  great  expense,  anxiety  and  danger; 
and  mercantile  sagacity  soon  hit  upon  a  much  more 
convenient  medium  for  exchanges  of  that  nature. 

One  Venetian  merchant  wished  to  transport  coin 
into  England  to  buy  wool;  another  Venetian  merchant 
had  lately  sold  broadcloths  in  England,  and  wished 
to  transport  his  coin  to  Venice.  In  this  state  of  things, 
it  occurred  to  these  two  merchants  that  it  would  be 
possible  to  get  along  without  any  transportation  at  all. 
Give  me  an  order  on  your  English  agent  for  your  coin 
there,  and  you  shall  have  my  coin  here.  Such  was 
the  origin  of  Bills  of  Exchange,  the  convenience  of 
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which  soon  appeared  so  palpable,  as  to  lead  to  their 
general  use  ;  and  they  presently  became,  and  still  are, 
almost  the  sole  medium  for  the  great  transactions  of 
international  trade.  An  American  who  goes  to  Eng¬ 
land  to  purchase  goods,  instead  of  incumbering  him¬ 
self  with  several  bags  or  boxes  of  coin,  takes  bills  of 
exchange  on  London  in  his  pocket-book;  or  more 
likely,  a  simple  authority  to  draw ;  and  with  this 
medium,  he  effects  his  purchases  exactly  as  well  as 
if  he  had  the  coin. 

A  bill  of  exchange  may  be  described  as  a  title  deed 
to  a  certain  amount  of  coin,  at  a  certain  place,  and  in 
the  hands  of  a  certain  banker  or  merchant,  or  to  be 
there  at  a  certain  time  mentioned  in  the  bill.  For 
example,  a  bill  on  London  for  a  hundred  pounds  is  a 
title  deed  to  one  hundred  sovereigns,  at  London,  in 
the  hands  of  a  certain  person  on  whom  the  bill  is 
drawn,  and  who  is  mentioned  and  described  in  it,  or 
to  be  there,  at  the  time  the  bill  becomes  due.  As  the 
bill  passes  from  hand  to  hand,  the  title  and  property 
in  the  coin  which  it  describes,  passes  with  it.  It  is 
a  maxim  of  the  common  law,  that  delivery  is  essential 
to  a  sale;  but  as  it  is  not  easy  to  take  up  a  ship,  a 
warehouse,  or  a  farm,  and  deliver  it  over  bodily  to  the 
purchaser,  especially  if  the  ship,  farm  or  warehouse 
is  some  thousand  miles  distant  from  the  place  of  sale, 
it  has  therefore  been  held  that  the  delivery  of  the  title 
deeds,  or  bill  of  sale  in  the  name  of  the  article  sold, 
satisfies  the  law,  and  conveys  the  property.  Precisely 
so,  a  bill  of  exchange,  which  is  exactly  a  title  deed  or 
bill  of  sale  of  a  certain  amount  of  coin  in  a  certain 
place,  being  endorsed  and  delivered,  transfers,  as  it 
passes  from  hand  to  hand,  the  property  and  title  in 
the  coin  which  it  describes. 

London  being  the  centre  of  modern  commerce,  a 
place  where  goods  are  purchased  and  sold  to  be  sent 
to  all  parts  of  the  world,  there  is  always  a  vast  amount 
of  money  wanted  at  London  to  effect  these  purchases. 
On  that  account,  bills  on  London  are  generally  in  de¬ 
mand,  and  often  at  a  premium.  They  form  a  univer- 
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sal  currency  in  all  those  parts  of  the  world  to  which 
commerce  penetrates ;  and  a  man  who  has  bills  on 
London  in  his  pocket,  or  authority  to  draw  bills  on 
good  houses  there,  wherever  he  may  be,  whether  on 
the  frozen  shore  of  Kamtchatka,  in  the  heart  of  the 
African  desert,  or  among  the  distant  islands  of  the 
ocean,  will  find  no  difficulty  in  purchasing  with  those 
bills  whatever  products  the  country  affords. 

2.  It  is  further  to  be  observed,  that  this  international 
medium  of  bills  of  exchange  has  a  great  advantage 
over  coin,  not  only  in  convenience,  but  in  economy. 
Gold  is  an  expensive  medium.  If  it  perishes  by  the 
way,  it  is  a  dead  loss,  both  to  the  individual  and  to 
the  world ;  whereas,  in  most  cases,  the  shipwreck  of 
a  bill  of  exchange  is  no  loss  to  any  body.  Nothing 
is  lost  to  the  world,  but  a  small  piece  of  paper; 
and  as  to  the  individual  owner,  though  the  first  of  a 
set  perish,  the  second  may  come  safe  to  hand,  and 
fulfil  its  office. 

Besides,  though  the  transportation  of  gold  were 
subject  to  no  danger,  still,  during  the  time  of  trans¬ 
portation,  the  gold  remains  idle.  The  value  of  its 
use,  or  what  is  the  same  thing,  the  interest  upon  it,  is 
lost  to  the  owner  and  to  the  world.  By  the  employ¬ 
ment  of  bills  of  exchange,  this  loss  is  avoided.  The 
gold  mentioned  in  the  bill  is  all  the  time  performing 
its  office  and  producing  an  interest,  while  the  bill  is 
on  its  travels,  or  lying  idle  in  the  pocket  of  its 
holder. 

But  it  is  not  only  the  interest  which  is  saved.  Gold 
perishes  by  use;  a  certain  imperceptible  part  is  taken 
away  every  time  it  is  touched.  Hence  it  gradually 
decays  by  exposure  to  the  weather,  and  by  repeated 
handlings  and  recountings  at  every  transfer.  By  the 
aid  of  bills  of  exchange  all  these  causes  of  waste  are 
avoided;  and  though  the  amount  thus  saved  at  any 
individual  time  can  hardly  be  appreciated  without 
the  help  of  the  infinitesimal  calculus,  yet  the  sum  of 
all  these  atoms  makes  up  at  last  the  total  substance 
of  the  thing. 
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3.  It  has  been  shown  in  the  preceding  part  of  this 
treatise,  that  metallic  currencies  are  liable  to  a  certain 
degree  of  depreciation,  by  reason  of  the  very  waste 
just  now  spoken  of;  to  which,  fraudulent  abstractions 
in  the  way  of  clipping  are  to  be  added.  Bills  of  ex¬ 
change  are  totally  free  from  this  source  of  depreciation. 
The  coins  therein  mentioned  are  supposed  to  be  per¬ 
fect  coins,  fresh  from  the  mint,  of  standard  weight 
and  fineness.  No  door  is  left  open  to  the  petty  trick¬ 
eries  and  little  frauds,  the  misunderstandings  and 
disputes,  of  which  a  depreciated  currency  is  so  fruit¬ 
ful  an  occasion. 

4.  It  is  also  easy  to  show,  that  the  use  of  bills  of 
exchange  as  an  international  medium  of  trade,  de¬ 
cidedly  improves  the  quality  of  the  precious  vietals  as 
a  measure  of  value;  and  thus  gives  additional  stead¬ 
iness  and  certainty  to  the  transactions  of  commerce. 
Supply  remaining  the  same,  value  depends  upon  de¬ 
mand.  Now  it  is  a  well-known  fact  that  the  extent 
of  trade,  particularly  of  international  trade,  is  subject 
to  constant  fluctuation.  It  depends  upon  the  crops; 
upon  the  success  of  the  different  branches  of  manufac¬ 
ture;  upon  peace  and  war;  upon  the  political  condition 
of  nations;  upon  many  other  circumstances,  all  of  a 
very  variable  character.  As  the  amount  of  trade 
varies,  there  varies  with  it  the  demand  for  a  medium 
with  which  to  carry  it  on.  Trade,  this  year,  is  in  a 
certain  condition  ;  and  if  we  suppose  no  other  medium 
of  exchange  but  coin,  coin  assumes  a  certain  relative 
value  exactly  proportioned  to  the  demand  for  it.  Next 
year,  trade  falls  off  one  half,  but  the  quantity  of  coin 
remains  about  the  same;  therefore  its  relative  value 
must  fall.  Coin  being  worth  relatively  less,  prices 
rise — a  good  thing  while  it  lasts;  but  this  very  rise  in 
prices  gives  a  new  stimulus  to  trade,  and  the  follow¬ 
ing  year,  it  returns  to  its  old  amount.  Trade  increas¬ 
ing,  the  demand  for  a  circulating  medium  increases 
with  it;  but  the  supply  of  that  medium, — which  we 
suppose  all  this  time  to  be  only  coin, — remaining 
about  the  same,  of  course  it  becomes  relatively  more 
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valuable,  and  prices  fall.  This  fall  proves  a  source  of 
loss  to  the  merchants,  an  embarrassment  to  business, 
and  a  public  calamity. 

All  this  difficulty  is  avoided  by  the  use  of  bills  of 
exchange  for  an  international  medium.  Their  quan¬ 
tity  increases  or  diminishes  exactly  with  the  wants 
of  trade ;  and  that  increase  or  diminution  produces 
little  or  no  effect  upon  prices. 

Not  only  are  universal  fluctuations  in  the  relative 
value  of  the  precious  metals  prevented,  to  a  good  de¬ 
gree,  by  the  use  of  bills  of  exchange  ;  but  they  are 
the  means  of  avoiding  local  fluctuations  of  a  no  less 
serious  character.  Suppose  no  other  medium  but  coin, 
and  suppose  twenty  millions  in  coin  suddenly  taken 
out  of  the  United  States  to  pay  for  foreign  goods. 
But  the  demand  for  a  circulating  medium  remains  the 
same  as  before.  The  supply  being  diminished,  the 
relative  value  rises,  and  all  prices  must  fall.  A  simi¬ 
lar  influx  of  gold  would  produce  a  corresponding  fall 
in  its  local  value,  and  a  corresponding  rise  in  prices. 
By  means  of  bills  of  exchange  all  these  local  fluctua¬ 
tions  are  avoided;  and  it  never  becomes  necessary  to 
take  coin  out  of  a  country  or  to  bring  it  in,  except  for 
the  purpose  of  settling  the  inconsiderable  balance  be¬ 
tween  the  total  value  of  its  sales  and  its  purchases, 
whereby  the  local  value  of  the  precious  metals  pre¬ 
serves  a  certain  degree  of  steadiness  and  uniformity. 

Let  it  be  recollected,  however,  that  bills  of  exchange 
are  enabled  to  perform  the  office  of  a  circulating  me¬ 
dium  only  by  virtue  of  the  express  reference  which 
they  constantly  carry  on  their  face,  to  a  certain  sum 
of  coin,  at  a  certain  place  described  in  the  bill,  to  the 
possession  of  which  coin  the  holder  of  the  bill  is  en¬ 
titled.  In  itself  a  bill  of  exchange  is  nothing  but  a 
piece  of  paper ;  it  owes  all  its  value  to  the  coin  to  the 
possession  of  which  it  conveys  a  title;  and  if  there  is 
any  reasonable  doubt  whether  the  bill  will  command 
the  possession  of  that  coin,  its  value  is  at  once  de¬ 
stroyed. 

It  is  obvious,  therefore,  that  if  bills  of  exchange  have 
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several  other  advantages  over  a  metallic  medium,  in 
point  of  security  they  fall  below  it.  With  the  gold  in 
my  hand,  I  am  absolutely  certain  that  I  have  got  a 
positive  value  for  my  goods ;  but  when  I  take  a  bill  of 
exchange  in  payment,  I  remain  exposed  to  a  degree 
of  uncertainty, — for  perhaps  the  bill  will  never  be 
paid. 

But  experience  has  proved  that  this  objection  to  an 
international  currency  of  bills  of  exchange,  is  of  very 
trifling  consequence,  compared  with  the  reasons  in  its 
favor.  These  bills  have  been  established  by  the  com¬ 
mon  consent  of  merchants,  for  the  last  five  centuries, 
as  the  chief  medium  of  foreign  traffic;  and  they  have 
even  been  introduced,  with  equal  advantage,  into  the 
commercial  intercourse  between  the  different  trading 
towns  of  the  same  country. 

Now  a  currency  of  bank  notes,  redeemable  in  specie, 
on  demand,  is  nothing  bid  an  application  to  the  domes¬ 
tic,  local,  and  retail  trade,  and  to  the  money  transac¬ 
tions  of  the  whole  community,  of  an  idea  and  practice, 
which  the  use  of  bills  of  exchange  long  ago  made  fa¬ 
miliar  to  all  engaged  in  wholesale  mercantile  transac¬ 
tions. 

A  bank  note  is  a  bill  of  exchange,  payable  to  the 
bearer  at  sight.  It  is  a  title  deed  to  a  certain  amount 
of  coin,  at  a  certain  place  mentioned  and  described  in 
the  note,  the  possession  of  which  coin  may  be  had, 
whenever  it  is  demanded.  But  instead  of  demanding 
the  coin,  and  carrying  it  about  in  a  bag,  I  find  it  more 
expedient  to  carry  the  note  in  my  pocket.  In  Boston, 
a  Boston  bank  note  passes  in  all  commercial  trans¬ 
actions  the  same  as  coin,  because  every  body  knows 
that  should  the  holder  of  the  note  happen  to  want  the 
coin,  he  has  only  to  step  into  State  street,  present  his 
note  at  the  bank,  and  carry  the  coin  off  at  his  leisure. 
But  a  Philadelphia  bank  note  does  not  pass  in  Boston, 
in  the  same  way.  Few  people  in  Boston  want  coin 
in  Philadelphia  ;  and  nobody  wants  the  trouble  of 
going  to  Philadelphia  to  get  the  coin  described  in  the 
note,  and  the  additional  trouble  of  bringing  it  to  Bos- 
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ton.  But  if  a  Boston  man  happens  to  have  money  to 
pay  in  Philadelphia,  or  wishes  to  purchase  goods  there, 
he  will  not  only  cheerfully  receive  the  Philadelphia 
note,  but  if  he  cannot  otherwise  get  it,  he  will  pay  a 
premium  for  it;  for  a  note  is  much  more  convenient 
to  send  or  carry  than  coin  to  the  same  value. 

1.  Though  the  contrast  is  not  so  striking  as  in  the 
case  of  foreign  bills  of  exchange,  the  convenience  of 
bank  notes  over  coin  is  not  less  real.  A  decisive  proof 
of  this  fact  may  be  drawn  from  the  universal  currency 
which  bank  notes  have  always  obtained  wherever  they 
have  been  introduced.  For  the  same  reason  that  sil¬ 
ver  is  preferred  to  copper,  and  gold  to  silver,  bank 
notes  are  preferred  to  gold.  They  always  have  been  ; 
they  always  will  be. 

2.  Of  all  kinds  of  property,  coin  is  most  exposed  to 
the  depredation  of  thieves.  Its  great  value  in  a  small 
bulk,  the  fact  that  it  is  money  which  serves  at  once, 
and  without  any  further  trouble, as  a  means  of  obtaining 
all  other  kinds  of  property,  and  its  destitution  of  those 
ear  marks,  or  particular  tokens  of  recognition,  which 
in  the  case  of  other  kinds  of  property  are  apt  to  lead 
to  detection,  hold  out  peculiar  temptations  to  the  plun¬ 
derer.  Hence  the  great  advantage  of  being  able  to 
carry  a  large  sum  of  circulating  medium  about  the 
person,  and  to  carry  it  too  incognito ,  so  as  not  to  at¬ 
tract  that  attention  from  the  depredator  in  which  the 
danger  principally  consists.  A  moderate  sum  in  gold, 
and  quite  a  small  sum  in  silver,  form  a  bulk  and 
weight  not  conveniently  or  securely  to  be  attached  to 
one’s  person.  To  carry  the  money  about  in  a  bag  is 
troublesome  and  dangerous ;  and  if  left  at  home  it 
becomes  a  constant  source  of  anxiety  and  alarm. 
From  all  these  inconveniences,  bank  notes  are  in  a 
great  measure  free. 

3.  The  facility  of  sending  bank  notes  from  one 
place  to  another  by  mail,  or  otherwise,  enclosed  in 
letters  or  small  packages,  is  also  a  very  great  conven¬ 
ience,  not  to  be  enjoyed  in  the  case  of  metallic  money. 

4.  The  same  advantage  over  coin,  in  point  of  econ- 
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omy,  which  bills  of  exchange  possess,  is  enjoyed  by 
bank  notes ;  and  for  precisely  the  same  reasons.  I 
have  explained,  in  the  preceding  chapter,  how  a  circu¬ 
lation  of  bank  notes  makes  a  net  addition  to  the  active 
capital  of  the  country  in  which  they  circulate,  nearly 
equivalent  to  the  total  value  of  the  gold  and  silver 
which  they  displace.  When  to  this  saving  of  interest 
is  added  the  saving  in  wear  and  tear,  and  the  freedom 
from  all  those  consumptive  causes  which  are  ever 
acting  upon  a  metallic  currency,  it  is  evident  that  the 
annual  gain  to  the  community  from  a  circulation  of 
bank  notes,  will  exceed,  rather  than  fall  short  of,  the 
annual  interest  upon  the  whole  amount  of  the  circu¬ 
lating  medium. 

5.  Bank  notes,  like  bills  of  exchange,  are  free  from 
that  depreciation  which  arises  from  the  wear  and  clip¬ 
ping  of  the  current  coin.  The  coins  described  in  a 
bank  note  are  understood  to  be  perfect  coins,  of  full 
weight  ;  and  were  it  otherwise,  so  long  as  the  coin  of 
a  country  is  kept  quietly  in  banks,  and  its  place  sup¬ 
plied,  and  more  than  supplied,  by  bank  notes,  the  ex¬ 
posure  to  wear  and  tear,  and  to  fraudulent  diminu¬ 
tion,  is  greatly  reduced. 

6.  It  is  equally  plain  that  bank  notes,  like  bills  of 
exchange,  greatly  improve  the  quality  of  the  precious 
metals  as  a  measure  of  value  ;  a  circumstance  in  their 
favor,  which  appears  to  have  been  quite  overlooked, 
but  which  is  of  the  greatest  importance.  Every  body 
knows  the  fluctuations  to  which  trade  is  necessarily 
liable  ;  and  every  body  knows  that  these  fluctuations 
must  be  constantly  increasing  with  the  increase  of 
trade.  As  the  supply  of  all  articles  of  trade  is  natu¬ 
rally  uncertain,  so  the  extent  of  the  exchanges  of  those 
articles  must  be  equally  uncertain ;  and  equally  un¬ 
certain  must  be  the  demand  for  a  medium  whereby 
to  make  those  exchanges;  and  if  the  supply  of  that 
medium  remains  the  same, — which  to  a  great  extent 
it  must  do,  so  long  as  it  consists  only  of  coin, — then  the 
relative  value  of  that  medium  must  be  constantly  fluc¬ 
tuating  ;  and  this  fluctuation  will  produce  a  constant 
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fluctuation  in  prices,  quite  independent  of  that  natu¬ 
ral  fluctuation,  growing  out  of  supply  and  demand, 
on  which  alone  prices  should  depend.  The  more 
commercial  a  nation  grows,  the  greater  this  evil  be¬ 
comes  ;  and  the  attempt  to  make  the  precious  metals 
the  sole  medium  of  exchange, — for  which  purpose  a 
superior  substitute  has  already  been  invented, — is 
highly  injurious  to  their  quality  for  performing  that 
other  office  of  a  measure  of  value ,  for  which  it  is  im¬ 
possible  to  offer  any  tolerable  substitute.  Bank  notes, 
on  the  other  hand,  increase,  or  diminish,  just  as  they 
are  needed,  without  any  effect  upon  prices  ;  or  so  they 
would  do,  if  they  were  left  to  regulate  themselves. 

The  agricultural  and  other  products,  and  also  the 
mercantile  transactions  of  a  certain  year,  are  of  a  cer¬ 
tain  amount.  The  next  year,  they  may  be  double  the 
amount  of  the  year  preceding,  and  the  third  year,  they 
may  subside  again  to  the  level  of  the  first.  Now  it  is 
evident,  that  if  the  same  quantity  of  specie  be  employed 
in  each  of  these  three  years  as  the  medium  of  exchan¬ 
ges,  that  prices  the  second  year  must  be  much  lower 
than  in  the  first, — because,  to  enable  the  same  quan¬ 
tity  of  specie  to  effect  double  the  amount  of  exchanges, 
the  quantity  employed  in  each  exchange  must  be  di¬ 
minished  ; — and  the  third  year  there  must  be  a  rise  of 
prices,  the  same  quantity  of  specie  being  employed  to 
effect  half  the  number  of  exchanges,  thereby  affording 
a  larger  quantity  to  each  exchange.  No  doubt  the 
fall  and  rise  of  prices,  thus  produced,  would  lead  in 
the  first  case  to  an  exportation,  and  in  the  second  case 
to  an  importation  of  the  precious  metals,  whereby  this 
inequality  of  prices  would  be  prevented  from  reach¬ 
ing  its  utmost  limit;  but  the  cure  would  only  come 
after  the  disorder  had  wrought  the  greater  part  of  its 
effect.  On  the  other  hand,  the  employment  of  a  paper 
currency  would  prevent  the  disorder  altogether.  With 
the  demand  of  trade  for  a  greater  circulating  medium 
the  currency  would  expand;  with  the  diminution  of 
that  demand  it  would  contract  again,  preserving  all 
the  while  the  same  relative  value. 
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But  while  bank  notes  possess,  as  a  local  currency, 
all  the  advantages  which  recommend  bills  of  exchange 
for  a  medium  of  international  trade,  they  are  also  sub¬ 
ject  to  the  same  disadvantage.  In  point  of  security, 
bank  notes  are  not  equal  to  coin.  With  the  dollars  in 
my  pocket,  my  wealth  is  unquestionable ;  but  if  I  have 
only  bank,  notes,  the  bank  may  fail,  and  the  notes 
become  worthless.  But  here,  as  in  the  case  of  bills 
of  exchange,  the  risk  is  so  small,  that  it  is  not  possible 
to  calculate  it ;  and  therefore  it  does  not  produce  any 
effect,  that  can  be  appreciated,  upon  the  value  of  bank 
notes  as  a  circulating  medium. 

Thus  far  we  observe  a  perfect  correspondency,  in 
character  and  effects,  between  the  international  cur¬ 
rency  of  bills  of  exchange,  and  a  local  currency  of 
bank  notes.  Let  us  now  turn  our  attention  to  a  point 
wherein  we  shall  observe  a  most  singular  and  remark¬ 
able  difference. 

Banks  and  bank  notes  are  an  everlasting  subject  of 
political  controversy  and  dispute.  They  are  also  a 
constant  subject  of  murmurs  and  complaints  on  the 
part  of  the  public  and  the  merchants.  Now,  the  is¬ 
sues  are  said  to  be  unreasonable ;  now  the  contrac¬ 
tions  are  complained  of.  In  the  preceding  chapter, 
the  great  distresses  among  mercantile  men,  which 
banks,  according  to  the  monopoly  system  of  manage¬ 
ment,  are  constantly  liable  to  produce,  have  been  stated 
at  length.  It  has  even  been  seriously  doubted,  whether 
these  ill  effects  are  not,  on  the  whole,  more  than  an 
overbalance  for  all  the  advantages  to  be  derived  from 
a  circulation  of  bank  notes. 

With  respect  to  bills  of  exchange,  we  never  hear 
any  such  complaints.  They  are  not  charged,  nor  are 
they  chargeable,  with  producing  any  such  bad  effects. 
Their  use  is  a  pure  good ;  without  any  mixture  of 
those  very  serious  evils,  which  have  attended  the  use  of 
bank  notes.  How  explain  this  remarkable  difference  ? 

The  effects  of  a  thing  depend  upon  two  circum¬ 
stances:  first,  the  inherent  nature  of  the  thing;  sec¬ 
ond,  the  mode  of  its  operation. 
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Now  it  has  been  already  proved  that  the  inherent 
nature  of  bills  of  exchange  and  of  bank  notes  is  pre¬ 
cisely  identical;  therefore  we  must  look  to  some  dif¬ 
ference  in  the  mode  of  their  operation  for  this  differ¬ 
ence  in  their  effects. 

Turning  our  attention  that  way,  we  discover  at 
once  a  most  striking  difference  in  their  respective 
methods  of  operation. 

The  issue  of  bills  of  exchange  is  left  perfectly  open 
to  the  free  competition  of  all  the  world.  Any  capital¬ 
ist,  of  any  country,  is  any  where  at  perfect  liberty  to 
enter  into  it.  The  consequence  is,  that  the  amount 
of  accommodation  in  the  way  of  exchange,  furnished 
by  any  one  house,  is  always  limited,  and  the  mischief 
which  is  or  can  be  caused  by  a  refusal  to  sell  bills,  or 
a  neglect  to  pay  them,  on  the  part  of  any  single  dealer, 
is  so  very  trilling  as  to  be  quite  imperceptible. 

But  suppose  a  single  institution  in  any  country,  for 
instance  a  state  or  national  bank,  or  some  great  incor¬ 
porated  company,  representing  that  the  greater  part 
of  the  merchants  are  men  of  small  capital  and  less 
knowledge,  wholly  incompetent  to  have  any  thing  to 
do  with  so  grave  a  matter  as  furnishing  an  inter¬ 
national  currency,  and  that  it  would  be  far  better  to 
entrust  this  important  affair  to  the  sole  management 
and  control  of  an  institution,  whose  amount  of  capi¬ 
tal,  great  credit,  respectability  of  character  and  extent 
of  information,  give  it  every  advantage; — suppose  that, 
upon  the  strength  of  these  reasons,  or  any  others,  the 
business  of  drawing  and  accepting  foreign  bills  of 
exchange  should  be  solely  entrusted  to  such  an  institu¬ 
tion, — what  would  be  likely  to  be  the  result?  Would 
it  add  any  new  advantages  or  any  new  security  to  the 
use  of  bills  of  exchange?  Would  it  give  any  new  sta¬ 
bility  to  prices?  Would  it  benefit  the  foreign  trade  ? 

But  this  course  of  proceeding,  which,  as  it  respects 
the  international  currency  of  bills  of  exchange,  all 
would  acknowledge  to  be  absurd  and  fatal,  is  the  very 
method  of  operation  it  has  been  thought  proper  to 
adopt  for  the  domestic  currency  of  bank  notes. 

According  to  the  theory  of  monopoly  banking,  the 
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perfection  of  the  banking  system  is,  to  have  only  one 
single  institution,  to  which  the  whole  business  shall  be 
entrusted.  Every  additional  bank,  if  we  believe  this 
doctrine,  tends  to  destroy  the  perfection  of  the  system ; 
and  the  high  priests  of  our  banking  hierarchy  solemnly 
assure  us,  that  all  the  evils  of  the  present  system  of 
banking,-  against  which  complaints  are  so  grievous, 
are  solely  produced  by  the  multiplication  of  banks. 

But  it  has  been  shown,  in  the  preceding  chapter, 
that  the  whole  evils  of  the  present  banking  system 
grow  out  of  the  single  fact,  that  the  banks  lend  a  great 
deal  more  money  than  they  have  got.  They  lend 
money  to  a  great  amount  that  does  not  belong  to  them ; 
they  are  the  greatest  debtors  among  us ;  of  course, 
they  are  the  first  to  feel  a  pressure  in  the  money  mar¬ 
ket,  and  they  must  save  themselves  let  who  will  suffer. 

How  does  it  happen  that  the  banks  get  so  much 
into  debt?  Plainly  because  they  possess  the  exclu¬ 
sive  privilege  of  circulating  their  own  notes  as  money. 
How  shall  we  limit  the  indebtedness  of  the  banks? 
Not  by  prohibitory  statutes,  which  are  always  evaded 
when  it  is  an  object  to  evade  them,  but  by  opening  the 
business  of  issuing  bank  notes  to  a  free  competition. 

What  would  be  the  effects  of  such  a  competition  ?  As 
every  new  bank  comes  in  for  a  share  of  the  circula¬ 
tion,  it  necessarily  diminishes  the  circulation  of  all  the 
previously  existing  banks  ;  and  just  as  their  circula¬ 
tion  is  diminished,  in  the  same  proportion  is  diminished 
the  possible  fluctuation  of  their  loans. 

Suppose  the  circulation  of  Massachusetts  to  amount 
to  ten  millions,  and  suppose  this  circulation  wholly 
supplied  by  a  single  bank  with  a  capital  of  ten  mil¬ 
lions.  This  bank  could  ordinarily  lend  about  twenty 
millions,  of  which  amount  one  half  would  be  credit. 
A  sudden  run  or  panic  might  compel  the  bank  to  re¬ 
duce  its  circulation,  say  one  half;  and  this  whole 
unexpected,  unforeseen  curtailment  of  five  millions, 
falling,  in  the  first  instance,  upon  a  limited  number  of 
individuals,  the  customers  of  the  bank,  would  greatly 
distress  them,  and  cause  several  of  them  to  fail. 

13 


146 


BANKS,  BANKING, 


Suppose  now  that  in  place  of  this  one  bank  we  have 
one  thousand  banks,  with  a  capital  of  one  hundred 
thousand  dollars  each.  If  the  business  were  equally 
divided,  and  to  that  point  it  would  constantly  tend,  each 
bank  might  ordinarily  lend  one  hundred  and  ten  thou¬ 
sand  dollars,  being  the  amount  of  its  capital  and  ten 
thousand  dollars  in  addition,  for  its  share  of  the  circu¬ 
lation.  The  whole  loan  would  be  one  hundred  and 
ten  millions  of  dollars,  of  which  only  one  eleventh 
would  be  on  credit ;  and  a  pressure  corresponding  to 
that  above  supposed  would  require  a  reduction  of 
loans  at  each  bank  of  only  five  thousand  dollars ;  nor 
could  it  be  possible  for  any  one  of  them  to  be  obliged 
to  curtail  more  than  ten  thousand  dollars  ;  and  the 
whole  curtailment  of  five  millions,  instead  of  tumbling 
in  a  mass  upon  the  few  customers  of  one  bank,  would 
be  divided  in  the  very  first  instance  into  fragments, 
and  being  distributed  among  the  numerous  customers 
of  one  thousand  banks,  would  hardly  be  felt  by  any 
body. 

By  continuing  to  multiply  the  number  of  banks,  the 
circulation  of  each  individual  bank  would  presently 
be  reduced  to  such  a  trifle,  that  such  a  thing  as  a  run , 
and  a  consequent  reduction  of  loans,  would  be  almost 
unknown.  If  specie  were  needed  for  exportation, 
it  would  necessarily  be  collected  in  small  sums  from 
many  contributors ;  and  the  amount  demanded  from 
any  single  bank  would  be  too  trifling  to  produce  any 
serious  alarm.  The  loans  of  the  banks  being  mainly 
founded  upon  capital,  would  be  free  from  those  fluc¬ 
tuations  necessarily  incident  to  a  business  carried  on 
chiefly  upon  credit,  for,  in  fact,  a  bank  of  which  the 
loans  are  founded  to  a  great  extent  upon  its  credit, 
that  is,  upon  the  amount  of  its  circulation  and  depos¬ 
its,  stands  in  a  much  more  delicate  position  than  is 
incident  to  ordinary  credit  transactions.  Its  notes  and 
its  deposits,  instead  of  being  payable  on  some  fixed 
future  day,  are  payable  any  time,  at  the  pleasure  of 
the  holders  or  depositors.  Where  a  bank  possesses 
the  monopoly  of  the  circulation  for  a  large  tract  of 
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country,  it  is  able  to  extend  its  credit  very  far.  It 
lacks  that  constant  and  salutary  check  which  would 
be  furnished  by  the  establishment  of  several  other 
banks  in  its  neighborhood,  which  would  be  constantly 
returning  its  bills,  contracting  the  extent  of  its  credit, 
and  reminding  it  of  the  necessity  of  being  always  pre¬ 
pared  to  redeem  its  paper  on  presentation.  It  is  in 
this  way  that  banks,  the  more  numerous  they  become, 
act  constantly  with  still  greater  effect  to  check  each 
other’s  operations,  and  to  confine  them  within  narrow 
and  safe  limits.  They  become  the  most  watchful 
guardians  over  each  other,  and  while  each  struggles 
to  obtain  for  itself  the  largest  possible  share  of  the  cir¬ 
culation,  none  is  able  to  engross  a  dangerous  amount 
of  it. 

It  is  very  true  that,  according  to  the  system  here 
proposed,  bank  dividends  could  never  much  exceed 
the  ordinary  profits  upon  capital ;  and  bank  stock 
would  be  seldom  above  par.  But  though  the  gain 
made  by  a  currency  of  bank  notes  would  not  be  so 
obvious,  still  it  would  not  be  the  less  real.  Instead 
of  being  engrossed  by  a  few  favored  individuals,  it 
would  be  spread  abroad  among  the  community  ;  and 
though  not  so  evidently  seen,  it  would  be  more  gene¬ 
rally  felt. 

Moreover,  it  would  become  almost  impossible  for  a 
bank  to  fail,  however  great  the  fraud  or  folly  of  its 
managers;  and  so  far  as  the  public  is  concerned,  it 
would  be  of  comparatively  trifling  consequence  wheth¬ 
er  it  failed  or  not.  The  amount  of  notes  which  any 
one  bank  could  get  into  circulation,  would  be  too 
small  to  make  its  failure  any  object  to  the  stockhold¬ 
ers.  The  forced  loan  they  would  thus  be  able  to  levy 
on  the  public,  would  be  a  mere  trifle;  and  almost  the 
whole  loss  and  trouble  which  the  failure  of  the  bank 
would  occasion,  would  fall  where  it  properly  belongs, 
namely,  upon  the  stockholders. 

It  is  evident  then  that  a  free  competition  in  the 
business  of  banking  would  be  attended  with  the  two 
following  effects. 
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First ;  It  would  operate  to  prevent  that  frequent, 
sudden  and  extensive  fluctuation  in  the  amount  of  the 
loans  of  individual  banks,  which  is  the  great  misery 
of  the  present  system  of  banking. 

Second ;  It  would  be  an  additional  security  to  the 
bank-note  circulation  ;  since  every  new  bank  is  equi¬ 
valent  to  a  new  endorsement  upon  the  mass  of  the 
circulating  currency.  Reference  to  facts  will  make 
this  matter  clear. 

On  the  1st  of  January,  1830,  there  were  in  Virginia 
four  banks,  with  an  aggregate  capital  of  $5,571,100; 
loans  $7,69S,900;  circulation  $3,857,900.  Suppose 
such  a  run  as  to  oblige  them  to  withdraw  half  their 
notes  from  circulation ;  they  must  have  diminished 
their  loans  upwards  of  one  quarter.  On  the  same 
day,  there  were  in  Massachusetts  sixty-six  banks, 
with  an  aggregate  capital  of  $20,420,000 ;  loans 
$28,590,000  ;  circulation  $4,747,000.  A  similar  run 
in  Massachusetts  would  have  obliged  the  banks  there 
to  have  diminished  their  loans  one  twelfth ,  which 
makes  a  vast  difference  for  the  customers,  especially 
when  we  consider  that  the  whole  contraction,  instead 
of  falling  in  the  first  instance  upon  the  few  customers 
of  four  banks,  would  be  divided,  from  the  very  first, 
among  the  many  customers  of  sixty-six  banks.  But 
in  Rhode  Island,  the  smallest  State  in  the  Union,  and 
inferior  in  extent  and  population  to  some  single  coun¬ 
ties  of  Massachusetts,  there  were,  on  the  same  day, 
forty-seven  banks,  with  an  aggregate  capital  of 
$6,118,900;  loans  $6,909,000  ;  circulation  $673,000. 
The  same  run  in  Rhode  Island  would  have  compelled 
the  banks  there  to  diminish  their  accommodations 
only  one  twentieth  ;  and  the  interruption  to  business 
would  have  been  hardly  perceptible. 

It  is  to  be  observed  that  in  all  three  of  these  cases, 
the  specie  on  hand  was  not  half  equal  to  the  amount 
of  deposits,  for  which  the  banks  were  as  liable  to  be 
called  upon  as  for  their  own  notes. 

Now  as  to  the  security  of  these  several  currencies. 
In  Virginia,  for  a  circulation  of  $3,857,900,  there  was 
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the  responsibility  of  four  banks,  and  a  pledge  of  cap¬ 
ital  to  the  amount  of  $5,571,100,  or  less  than  a  dollar 
and  a  half  of  capital  for  each  dollar  of  circulation. 
In  Massachusetts,  for  a  circulation  of  $4,447,000,  there 
was  the  responsibility  of  sixty-six  banks,  and  a  pledge 
of  capital  to  the  amount  of  $20,420,000,  or  upwards 
of  four  dollars  and  a  half  of  capital  for  each  dollar 
of  circulation.  In  Rhode  Island,  for  a  circulation  of 
$673,000,  there  was  the  responsibility  of  forty-seven 
banks,  and  a  pledge  of  capital  to  the  amount  of 
$6,148,000,  or  upwards  of  ten  dollars  of  capital  for 
each  dollar  of  circulation.  Which  of  these  currencies 
was  the  most  secure? 

It  is  precisely  in  Massachusetts  and  Rhode  Island, 
the  best  peopled,  and,  for  extent,  the  wealthiest,  the 
best  cultivated,  the  most  manufacturing,  the  most 
commercial,  the  most  intelligent,  industrious  and  en¬ 
terprising  of  all  the  States,  that  the  monopoly  of  bank 
charters  has  been  most  broken  in  upon. 

But  the  good  work  is  not  yet  completed.  The  mo¬ 
nopoly  of  bank  charters  must  be  abolished  altogether  ; 
and  not  in  one  or  two  States  only,  but  in  all ;  other¬ 
wise  the  best-conditioned  of  the  States  will  be  con¬ 
stantly  liable  to  suffer  sympathetically,  from  the  nu¬ 
merous  disorders  of  their  ricketty  sisters.  Capitalists 
must  be  left  as  much  at  liberty  to  invest  their  money 
in  a  bank  as  in  a  cotton  mill. 

This  work  is  going  on,  by  the  almost  daily  creation 
of  new  banks ;  and  notwithstanding  the  croakings  of 
those  who  repeat,,  parrot-like,  the  one  lesson  their 
teachers  have  taught  them  ;  notwithstanding  the  an¬ 
gry  arguments  of  those  who  will  not  see  because  they 
think  it  their  interest  to  remain  blindfold;  notwith¬ 
standing  the  doubts  and  apprehensions  of  a  public  not 
well  informed,  and  purposely  misled ;  yet  it  is  clear 
as  the  noon-day  sun,  that  every  new  bank  which  has 
a  solid  capital  and  is  well  managed,  every  step  to¬ 
wards  the  destruction  of  the  monopoly  of  bank  char¬ 
ters,  is  a  gain  to  the  community. 

13* 
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A  bank,  whether  great  or  small,  naturally  and  ne¬ 
cessarily  falls  under  the  influence  and  control  of  a 
few  individuals.  If  there  is  but  one  great  bank,  bank 
accommodations  will  be  limited,  for  the  most  part,  to 
the  friends,  favorites,  proteges  and  toad-eaters  of  the 
few  great  capitalists  who  will  usurp  its  management; 
and  the  monopoly  of  banking  will  tend  necessarily 
to  produce  a  monopoly  of  business, — for  those  pos¬ 
sess  a  monopoly  of  business  who  enjoy  a  monopoly 
of  the  means  necessary  to  carry  it  on. 

But  let  a  bank  be  planted  in  every  village,  and  let 
those  who  are  dissatisfied  with  the  conduct  of  exist¬ 
ing  banks  be  at  liberty  to  establish  new  ones,  and 
the  convenience  and  aid  of  these  institutions  will  be 
generally  dispensed,  like  the  refreshing  dew,  to  every 
nook  and  corner  of  the  country. 

It  is  objected  that  new  banks  cannot  be  of  any 
great  use,  for  they  do  not  create  or  bring  into  activity 
any  new  capital.  It  is  true  they  do  not;  but  they 
greatly  economize  and  facilitate  the  use  of  existing 
capital.  In  all  sorts  of  business,  especially  trade, 
there  is  required,  first,  a  certain  fixed  and  constant 
capital  always  invested,  second,  a  certain  floating  cap¬ 
ital,  sometimes  employed  and  sometimes  idle.  Now 
if  a  number  of  business  men  can  club  together  their 
floating  capitals  and  invest  them  in  a  bank,  they  find 
it,  in  many  respects,  exceedingly  convenient  and  ad¬ 
vantageous.  That  convenience  and  advantage  con¬ 
sist  in  this.  When  they  need,  in  the  course  of  their 
business,  the  use  of  the  floating  capital  which  they 
have  invested  in  the  bank,  they  can  borrow  of  the 
bank  to  the  amount  of  their  stock,  and  perhaps  more. 
When  they  have  no  call  for  this  money,  it  can  be  lent 
to  others  of  the  stockholders  who  need  it;  or  if  none 
need  it,  it  is  lent  to  any  body  who  wishes  to  borrow. 

It  is  quite  clear  that  when  a  number  of  business 
men  can  combine  their  floating  capitals  in  this  way, 
the  same  amount  of  capital  may  be  made  to  go  much 
further  than  when  each  operates  by  himself,  and  upon 
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his  individual  means.  When  money  is  in  great  de¬ 
mand,  and  each  wants  all  he  can  get,  each  stockhold¬ 
er  receives  his  just  share  of  accommodation.  But  it 
will  generally  happen,  that  while  some  are  pressed 
for  money,  others  will  have  little  occasion  for  it ;  and 
the  funds  of  the  bank  can  be  appropriated  in  turn  to 
the  relief  and  aid  of  all.  In  the  mean  time  all  these 
floating  capitals  are  securely  invested,  paying  a  mod¬ 
erate  interest,  and  capable  of  being  brought  into  ac¬ 
tion  at  a  moment’s  warning. 

Many  of  the  Massachusetts  and  Rhode  Island 
banks  are  constituted  and  managed  much  upon  this 
principle.  The  stock  is  chiefly  held  by  business  men, 
who  hold  it,  not  for  the  sake  of  the  dividends,  which 
in  these  States  are  always  moderate,  but  on  account 
of  the  business  facilities  they  derive  from  their  con¬ 
cern  in  the  bank.  This  system  of  banking  is  a  deci¬ 
ded  improvement  upon  the  system  of  cash  accounts 
which  has  given  such  just  celebrity  to  the  Scotch 
banks.  By  the  system  of  cash  accounts,  the  custom¬ 
ers  are  allowed  an  interest  upon  their  deposits ;  but 
by  the  system  I  am  now  explaining,  they  are  allowed 
to  participate  in  all  the  profits  of  the  bank.  It  is 
'precisely  the  principle  of  the  savings-banks  carried 
into  the  operations  of  business. 

This  matter  is  not  theoretically  understood  by  our 
businessmen;  but  they  have  a  confused  perception 
of  the  fact ;  and  hence  those  annual  and  urgent  ap¬ 
plications  for  the  grant  of  bank  charters,  which,  upon 
the  principles  of  free  competition,  ought  to  be  as  freely 
granted,  as  so  many  applications  for  the  charter  of 
manufacturing  companies. 

Some  cautious  persons  are  terribly  alarmed  at  the 
idea  of  this  illimitable  creation  of  banks;  and  at  the 
liberty  thus  given  to  any  body  and  every  body  to  run 
in  debt  to  the  public.  If  these  good  people  could  be 
induced  to  reflect  for  two  seconds,  it  would  be  easy  to 
show  them  how  groundless  are  their  fears.  Every 
new  bank  with  a  capital  of  $100,000,  chartered  by 
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the  Massachusetts  Legislature,  will  be  able  to  circu¬ 
late  from  twenty  to  sixty  thousand  dollars  of  its  notes, 
and  this  is  the  utmost  sum  in  which  it  can  become 
indebted  to  the  community,  except  under  very  pecu¬ 
liar  circumstances  ;  and  as  banks  continue  to  increase 
in  number,  the  amount  of  possible  indebtedness  upon 
the  part  of  any  single  bank  has  a  constant  ten¬ 
dency  to  diminish.  Every  manufacturing  company 
which  shall  be  chartered  with  the  same  capital,  has  a 
freedom  to  contract  debts  without  any  definite  limit; 
and  if  it  does  any  thing  of  a  business,  will  probably 
owe,  at  any  given  time,  from  fifty  to  two  hundred 
thousand  dollars, — a  considerable  proportion  of  which 
shall  be  due  to  girls,  boys,  laboring  men,  depen¬ 
dent  on  their  weekly  wages  for  their  bread,  the  very 
people  who  are  to  be  robbed  and  ruined,  as  we  are 
told,  by  irresponsible  banks.  No  man  of  common 
sense  will  undertake  to  deny  this  statement ;  yet  shall 
it  happen,  that  our  respectable  legislators  will  make 
a  most  alarming  fuss  about  every  bank  that  is  char¬ 
tered,  while  manufacturing  companies  shall  pass  mus¬ 
ter  by  the  dozen,  without  a  single  question  being 
asked  or  answered.  Those  who  strain  at  a  gnat,  are 
marvellously  adroit  at  swallowing  a  camel. 

The  objection  founded  upon  the  supposed  danger 
that  a  host  of  irresponsible  banks  would  spring  up  the 
moment  that  the  circulation  was  opened  to  free  compe¬ 
tition,  would  be  completely  set  aside,  by  requiring  all 
banking  institutions  to  give  security  for  the  redemp¬ 
tion  of  their  circulating  notes,  a  subject  which  will  be 
considered  in  the  next  chapter. 

Every  branch  of  trade  was  once  a  monopoly.  The 
progress  of  knowledge  has  banished  that  wretched 
system  from  every  sort  of  business  except  the  busi¬ 
ness  of  banking.  Before  long  it  will  be  obliged  to 
surrender  this,  its  last  strong-hold. 

When  the  doctrine  of  free  competition  comes  to  be 
generally  understood  and  generally  admitted, — and 
that  time  is  not  far  distant, — our  legislators,  instead 
of  spending  their  time,  and  abusing  the  public  pa- 
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tience,  with  stupid  and  unintelligible  debates  about  the 
state  of  the  currency,  in  useless  and  frivolous  dis¬ 
putes  whether  a  bank  be  needed  in  this  place  or  that, 
will  have  time  to  turn  aside  from  these  contempti¬ 
ble  and  hypocritical  shufflings  of  personal  interests, 
and  to  bestow  some  attention  upon  necessary  amend¬ 
ments  of  the  laws.  Trade  will  no  longer  lie  at  the 
mercy  of  ignorant  and  reckless  politicians,  or  at  the 
mercy,  no  less  to  be  deprecated,  of  a  few  purse-proud, 
domineering,  dictatorial  bank  directors,  who  care  not 
what  mischief  they  do,  if  they  can  but  perpetuate 
their  own  exclusive  privileges.  The  sound  condition 
of  the  currency,  the  prudent  management  of  the 
banks,  will  not  depend  upon  the  discretion  or  honesty 
of  any  individual  or  body  of  individuals.  Instead  of 
being  subjected  to  artificial  regulations,  the  currency 
will  be  controlled  and  guided  by  its  own  necessary 
laws, — the  Laws  of  Trade, — laws  which  do  not  act 
by  jerks  and  starts,  like  the  awkward  and  clumsy 
substitutes  which  have  been  foisted  into  their  place, 
but  by  a  constant,  steady,  gentle,  yet  inevitable  pres¬ 
sure,  which  does  better  than  set  things  to  right, — 
which  prevents  them  from  ever  getting  wrong. 


CHAPTER  V. 

Of  requiring  Security  from  Banks  for  the  Payment 
of  their  Circulating  Notes. 

The  system  of  granting  bank  charters  by  the  spe¬ 
cial  grace  of  a  legislature,  to  such  applicants  only 
as  may  seem  meritorious  and  trustworthy,  has  been 
found,  in  its  practical  operation,  to  be  so  slight  a  guard 
against  irresponsibility  on  the  part  of  those  chartered 
monopolies,  that  in  most,  if  not  in  all  the  States,  there 
have  been  enacted  a  great  number  of  complicated  pro¬ 
visions,  specifying  the  way  in  which  the  capital  shall 
be  paid  in,  and  the  method  in  which  the  business 
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shall  be  conducted,  regulating  the  quantity  of  specie 
to  be  kept,  and  limiting  the  amount  of  the  loans  and 
circulation.  In  some  of  the  States,  it  has  even  been 
deemed  expedient  to  create  certain  public  officers 
called  Bank  Commissioners ,  whose  duty  it  is  to  look 
after  the  banks,  and  see  that  they  conform  to  the 
statute  regulations  above  mentioned. 

The  policy  of  some  of  these  regulations  is  exceed¬ 
ingly  doubtful,  and  all  of  them  are  easily  evaded ; 
nor  have  they  succeeded  in  accomplishing  the  object 
at  which  they  aim,  which  is  the  security  of  the  pub¬ 
lic  against  loss  by  the  failure  of  banks  to  redeem  their 
notes. 

There  is  an  expedient,  however,  of  a  very  simple 
kind,  which  leaves  no  room  for  evasion,  and  the 
adoption  of  which  would  enable  us  at  once  to  dispense 
with  all  the  complicated  statute  provisions  designed 
to  regulate  the  conduct  of  the  banks,  and  all  the  ma¬ 
chinery  devised  to  enforce  those  regulations. 

Inasmuch  as  the  citizens  are  exposed  to  suffer  loss 
from  receiving  as  money,  notes  which  have  been 
issued  by  a  bank  unable  to  pay  them;  and  especially 
as  these  notes  must  be  often  received  by  persons  who 
have  no  means  of  judging  as  to  their  actual  value,  it 
is  certainly  the  duty  of  the  legislature  to  guard 
against  fraud  or  loss  in  this  matter.  Now  any  loss  to 
the  holders,  arising  out  of  the  issue  of  bank  notes,  and 
any  temptation  to  any  person  to  set  on  foot  such  an 
issue  with  the  design  to  defraud  the  public,  may  be 
effectually  prevented,  by  allowing  no  notes  to  be 
issued  which  are  not  countersigned  by  some  public 
officer,  which  notes  are  to  be  furnished  to  those  who 
propose  to  issue  them,  only  upon  the  deposit,  with  the 
officer  who  signs  them,  of  securities  equal  in  value  to 
the  notes  furnished;  which  securities,  in  case  of  any 
failure  on  the  part  of  the  issuer  to  redeem  the  notes, 
are  to  be  forthwith  applied,  under  the  direction  of  the 
same  officer,  to  that  purpose. 

The  securities  thus  deposited  may  consist  of  stocks 
of  settled  and  permanent  value,  or  of  bonds  and 
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mortgages,  or  of  both.  They  will  draw  an  interest 
for  the  benefit  of  the  depositors,  and  will  thus  form  a 
profitable  investment,  at  the  same  time  that  they  serve 
as  a  security  for  the  circulating  notes. 

Under  this  system,  it  will  be  impossible  to  set  up 
the  business  of  banking  merely  upon  credit.  Every 
banking  institution  must  have  an  amount  of  capital, 
equal  at  least  to  the  amount  of  its  notes  in  circula¬ 
tion,  and  certainly  applicable  to  their  redemption. 
The  payment  of  those  notes  being  thus  secured,  this 
is  all  the  interference  with  the  management  of  the 
banking  business  which  the  public  good  either  re¬ 
quires  or  authorizes.  A  legislature,  when  it  permits 
the  issue  of  circulating  notes,  is  bound  to  provide  for 
the  security  of  the  holders  of  those  notes.  But  beyond 
this,  it  has  no  call  to  go.  The  stockholders  should 
be  left  to  take  care  of  their  own  concerns ;  and  as  to 
the  depositors,  it  is  a  voluntary  thing  with  them  to 
become  such,  and  they  may  properly  be  left  to  select 
a  depository  for  themselves,  and  to  stand  any  loss 
which  that  voluntary  selection  may  involve. 

It  is  perfectly  clear  that  this  simple  contrivance  of 
requiring  security  for  all  notes  issued,  would  go  infin¬ 
itely  further  than  all  the  regulations  hitherto  invented, 
to  guard  against  the  insolvency  of  banks.  At  the 
same  time  it  completely  does  away  with  that  plausi¬ 
ble  argument  in  favor  of  monopoly,  founded  upon  the 
apprehension  that  if  the  business  of  banking  were 
open  to  all,  many  notes  would  be  issued  without  any 
capital  to  sustain  them.  This  apprehension,  how¬ 
ever,  under  any  circumstances,  is  not  very  well  found¬ 
ed.  Under  the  monopoly  system,  a  bank  that  has  a 
charter  derives  a  credit  from  that  very  circumstance; 
it  is  supposed  to  have  capital  from  the  fact  that  it  has 
a  charter  and  it  is  thus  enabled  to  get  its  notes  into 
circulation,  capital  or  no  capital.  Under  the  system 
of  free  competition,  every  bank  would  be  obliged  to 
rely  upon  its  own  unassisted  credit ;  and  in  order  to 
obtain  a  circulation,  it  would  be  necessary  either  to 
have  capital,  or  to  have  the  reputation  of  it.  Under 


156  BANKS,  BANKING, 

the  system  of  requiring  security,  an  amount  of  capi¬ 
tal  sufficient  for  the  protection  of  the  note-holders 
would  be  certain  in  all  cases,  and  it  would  be  hardly 
possible  for  the  holders  of  bank  notes  ever  to  suffer 
any  considerable  loss.  • 


CHAPTER  YI. 

The  Effect  of  Free  Banking  upon  Fluctuations 

of  Trade. 

It  has  been  a  favorite  argument  against  the  multi¬ 
plication  of  banks,  that  they  are  the  causes  of  specu¬ 
lation,  and  lead  to  those  commercial  fluctuations,  the 
results  of  which  are  often  so  distressing.  This  argu¬ 
ment  was  first  used  against  the  increase  of  banks ; 
but  it  has  since  been  employed  against  the  existence 
of  any  banks  whatever  ;  and  if  it  be  valid  at  all,  it  is 
certainly  as  valid  against  old  banks  as  against  new 
ones. 

Inasmuch  as  coin,  or  the  bank  notes  which  serve  in 
its  place,  is  the  medium  by  which  all  commercial 
transactions  are  carried  on,  there  lias  grown  up  a 
habit  of  ascribing  to  this  medium  a  great  deal  more 
of  importance  than  rightfully  belongs  to  it.  Accord¬ 
ing  to  the  mercantile  theory  of  political  economy, 
money  was  the  only  wealth  ;  and  though  this  extrav¬ 
agant  doctrine  has  been  long  since  exploded,  a  great 
many  effects  still  continue  to  be  ascribed  to  the  state 
of  the  currency ,  which  originate  wholly  in  other 
causes. 

The  fluctuations  of  trade,  the  spirit  of  speculation 
which  from  time  to  time  appears,  the  rise  of  prices 
and  the  fall  of  prices,  and  all  the  consequences  attend¬ 
ant  upon  that  rise  and  fall, — all  these  results  are 
generally  ascribed  to  the  condition  of  the  currency, — 
and  the  banks,  as  furnishing  that  currency,  are  held 
responsible  for  them. 
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The  account  usually  given  of  the  matter  is  this, — 
that  the  banks  make  an  over-issue  of  notes,  which 
produces  a  rise  of  prices  and  great  speculations,  and 
then,  by  a  contraction  of  that  over-issue,  prices  fall, 
speculations  explode,  and  distress  results. 

A  bank  no  doubt  may  issue  more  of  its  notes  than 
is  safe  or  prudent ;  but  though  they  may  be  issued,  it 
is  impossible  for  the  bank  to  keep  them  in  circulation 
except  they  are  needed  as  a  medium  of  trade;  and 
unless  kept  in  circulation  it  is  impossible  for  them  to 
do  any  harm  except  to  the  bank  itself.  The  amount 
of  notes,  payable  on  demand,  that  can  be  kept  in  cir¬ 
culation,  is  and  must  be  limited  by  the  demand  of  the 
community  for  a  circulating  medium.  It  is  no  doubt 
true  that  every  rise  of  prices,  every  unusual  activity 
of  trade,  every  outburst  of  speculation,  is  attended  by 
an  increase  in  the  circulation  of  the  banks.  The 
reason  of  this  is  very  obvious.  The  rise  of  prices, 
the  activity  of  trade,  the  spirit  of' speculation,  create  a 
new  use  and  a  new  demand  for  the  circulating  medi¬ 
um,  the  amount  of  which  is  increased  accordingly. 
The  increase  of  circulation  did  not  cause  the  rise  of 
prices,  the  trade  and  the  speculation,  but  it  was  the 
trade,  the  speculation,  and  the  rise  of  prices  which 
caused  the  increase  of  circulation.  So  also  a  fall  of 
prices,  the  decline  of  trade  and  the  failure  of  specula¬ 
tion,  is  attended  by  a  diminishing  circulation,  because 
the  demand  for  a  circulating  medium  is  thereby 
diminished,  and  the  excess  returns  to  the  banks  which 
issued  it.  These  fluctuations  in  the  amount  of  the 
circulation  are  absolutely  necessary  to  keep  up  a  due 
proportion  between  the  medium  of  trade  and  the 
amount  of  trade.  The  same  thing  takes  place  with  a 
metallic  as  well  as  with  a  paper  currency;  though  not 
so  obviously,  because  the  little  trade  that  is  possessed 
by  countries  where  the  only  money  consists  m  coin, 
can  of  course  be  liable  only  to  little  variations. 

The  doctrine  so  confidently  asserted,  that  specie¬ 
paying  banks  have  the  power  so  far  to  depreciate  the 
currency  by  an  over-issue  of  notes,  as  to  cause  a  great 
14 
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rise  of  prices,  is  wholly  destitute  of  any  foundation. 
It  is  plainly  impossible  that  a  currency  of  notes  paya¬ 
ble  in  specie  on  demand,  can  ever  be  depreciated  to  a 
greater  amount  than  a  currency  consisting  wholly  of 
gold  and  silver.  Suppose  a  sudden  addition  of  ten  mil¬ 
lions  to  the  present  currency  of  that  portion  of  the  Uni¬ 
ted  States  in  which  the  banks  pay  specie.  So  far  as 
respects  the  depreciation  which  such  an  increase  would 
cause,  it  is  a  matter  of  entire  indifference  whether  that 
increase  consists  wholly  in  bank  notes,  or  wholly  in 
coin.  The  amount  to  which  that  depreciation  can  at¬ 
tain,  and  its  effect  upon  prices,  is  exceedingly  limited. 
A  very  slight  degree  of  depreciation  in  the  value  of  gold 
or  silver  in  one  country,  compared  with  its  value  in 
other  countries,  is  sufficient  to  produce  an  exportation, 
which  goes  on  till  the  equilibrium  is  restored. 

Not  only  is  the  degree  of  depreciation  in  the  cur¬ 
rency  which  can  be  produced  by  the  over-issues  of 
specie-paying  banks,  no  greater  than  what  the  cur¬ 
rency  would  be  occasionally  liable  to,  if  it  consisted 
wholly  of  specie;  but  it  is  impossible  for  the  banks  to 
produce  any  depreciation  whatever,  unless  they  all 
join  simultaneously  in  the  operation.  If  a  number  of 
banks  issue  a  quantity  of  notes  beyond  what  are 
needed  for  the  operations  of  trade,  those  notes  soon 
come  into  the  possession  of  other  banks,  and  when 
they  are  presented  for  payment,  unless  those  other 
banks  have  also  issued  an  extra  quantity  of  notes, 
which,  having  fallen  into  the  hands  of  the  first  set  of 
banks,  will  serve  for  the  redemption  of  theirs, — the 
issuers  will  be  obliged  to  redeem  their  excessive  issue 
in  specie,  a  process  which  will  soon  compel  them  to 
put  a  stop  to  that  issue. 

With  a  single  great  bank,  or  a  small  number  of 
banks,  an  excessive  issue  may  easily  happen;  but  with 
the  increase  of  banks  the  improbability  increases  of 
any  such  concert  of  action  as  would  make  it  possible. 
Under  any  circumstances,  the  direct  power  of  banks 
to  raise  prices  is  very  limited.  They  are  able,  how¬ 
ever,  to  cause  a  great  fall  of  prices.  This  fall  they  pro- 
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duce,  not,  as  is  usually  alleged,  by  contracting  the  cur¬ 
rency, — for  their  ability  to  operate  upon  prices  in  that 
way  is  exceedingly  limited, — but  by  creating  alarm, 
and  panic,  and  giving  a  general  shock  to  credit  by  a 
sudden  curtailment  of  their  loans.  Such  panics  and 
alarms,  however,  are  always  so  directly  opposed  to 
the  interests  of  the  banks  themselves,  that  they  are 
not  very  likely  to  be  wantonly  produced.  Even  though 
the  banks  were  deprived  of  their  right  to  issue  notes, 
their  power  to  produce  a  fall  in  prices,  in  the  way  just 
described,  would  be  but  slightly  diminished.  By 
contracting  the  amount  of  their  loans,  or  by  refusing 
to  discount  particular  kinds  of  paper,  they  could  at 
any  time  give  a  shock  to  confidence,  and  produce 
thereby  a  fall  in  prices.  In  reality  this  is  a  power 
inherent  in  lenders  of  capital,  who,  by  suddenly  with¬ 
drawing  that  capital  from  business,  can  always  inter¬ 
rupt  and  disturb  the  business  dependent  upon  it,  and 
it  is  a  power  which,  if  no  banks  existed,  would  be 
exercised  much  more  extensively  and  capriciously  by 
individual  capitalists. 

It  thus  being  obvious,  that  mere  fluctuations  in  the 
amount  of  the  currency  cannot  be  the  efficient  causes 
of  those  alternations  of  commercial  prosperity  and  of 
commercial  embarrassment,  which  during  the  last 
quarter  of  a  century  have  attracted  so  much  of  the 
public  attention,  and  have  been  the  subject  of  such 
warm  discussions,  it  remains  to  inquire  what  the 
origin  of  those  alternations  actually  is. 

Trade  is  from  its  very  nature  in  a  state  of  constant 
fluctuation.  The  annual  amount  of  all  kinds  of  pro¬ 
ductions  is  liable  to  be  affected  by  several  causes,  of 
which  the  chief  is,  the  temperature  of  the  season.  The 
same  variety  of  causes  affects  the  capacity  to  purchase, 
so  that  fluctuation  may  be  said  to  be  an  incident  insep¬ 
arable  from  trade. 

Between  trade  and  speculation  it  is  not  easy  to 
draw  any  distinct  line.  Trade,  however,  used  in 
contradistinction  to  speculation,  is  employed  to  sig¬ 
nify  old,  established  branches  of  business,  carried  on 
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in  the  old  way, — while  speculation  implies  either  a 
new  branch  of  business,  or  a  departure  from  the 
accustomed  routine  of  an  old  branch.  When  specu¬ 
lation  proves  successful,  however  wild  it  may  have 
appeared  in  the  beginning,  it  is  looked  upon  as  an 
excellent  thing,  and  is  commended  as  enterprise;  it  is 
only  when  unsuccessful  that  it  furnishes  occasion 
for  ridicule  and  complaint,  and  is  stigmatized  as  a 
bubble  or  a  humbug.  Now  it  is  plain  that  in  an 
improving  country,  a  certain  spirit  of  speculation 
must  at  all  times  exist,  otherwise  there  could  be  no 
improvement;  for  every  improvement  is  in  the  begin¬ 
ning  an  experiment,  that  is,  a  speculation.  The  cir¬ 
cumstance  which  distinguishes  the  people  of  Great 
Britain  and  of  the  United  States  from  other  nations 
is,  their  inclination  to  speculate,  in  other  words, 
their  disposition  to  try  experiments,  their  spirit  of 
enterprise;  and  what  keeps  a  great  part  of  the  world 
in  an  inert  and  unimproving  state  is,  a  destitution 
of  that  disposition  and  spirit. 

But  though  the  disposition  to  speculate  be  the 
cause  of  all  improvements,  it  often  leads  to  conside¬ 
rable  disasters.  Persons  are  induced  to  engage  heed¬ 
lessly  in  speculations  which  prove  unsuccessful.  A 
speculation  becomes  fashionable,  and  the  same  apish 
folly  which,  under  like  circumstances,  is  so  often  dis¬ 
played  in  regard  to  other  things,  is  then  exhibited  in 
matters  of  trade.  Ignorance,  want  of  discernment, 
want  of  reflection,  and  an  eager,  heedless  haste  to 
grow  rich, — these  are  the  true  causes  of  those  specu¬ 
lative  fevers  with  which,  from  time  to  time,  the  public 
mind  is  seized.  The  South-Sea  scheme  is  one  of  the 
most  remarkable  delusions  of  this  kind,  of  which  we 
have  any  knowledge,  so  much  so  that  it  has  become 
proverbial.  At  the  time  of  that  speculation  there 
were  no  bank  notes  issued  in  England  under  £20,  and 
the  amount  of  such  notes  in  circulation  formed  but  a 
very  trifling  part  of  the  whole  currency. 

In  addition  to  the  ordinary,  or  what  may  be  called 
the  annual  fluctuations  of  trade,  there  arc  fluctuations 
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of  a  more  serious  and  permanent  kind,  which  grow 
out  of  some  great  change  in  the  relations  of  commerce 
and  industry,  and  which  are  apt  to  produce  what  is 
called  a  commercial  crisis.  Changes  from  general 
peace  to  war,  and  from  war  again  to  peace,  must 
necessarily  be  followed  by  a  derangement  of  the 
previously  existing  state  of  business,  by  great  fluctu¬ 
ations  in  commerce,  and  great  changes  in  the  value  of 
property.  The  same  effect  is  produced  by  civil  dis¬ 
turbances  ;  and  sometimes  even  by  revolutions  taking 
place  in  foreign  and  distant  countries. 

Of  this  character  were  the  commercial  shocks  in 
England  in  the  years  1810  and  1819;  in  the  United 
States  in  1819;  and  in  France  in  1805  and  1831.  At 
the  former  period,  France  had  no  paper  money  at  all ; 
at  the  latter,  a  very  inconsiderable  amount,  and  none 
under  the  denomination  of  500  franks.  The  actual 
way  in  which  banks  operate  to  produce  fluctuations 
in  business,  is,  by  fluctuation  in  the  amount  of  their 
loans,  that  is,  by  increasing  or  diminishing  the  amount 
of  capital  in  the  hands  of  merchants  and  manufac¬ 
turers.  Though  the  amount  of  loans  which  the 
banks  can  make,  is  in  some  degree  dependent  upon 
the  amount  of  their  circulation,  it  is  dependent  still 
more  upon  the  amount  of  their  deposits,  and  should 
be  dependent  more  yet,  and  would  be,  under  a  sys¬ 
tem  of  free  competition,  upon  the  amount  of  their 
capital.  That  portion  of  bank  loans  which  is  founded 
upon  capital  is  not  liable  to  fluctuate  at  all ;  that 
portion  which  is  founded  upon  circulation,  so  long  as 
the  credit  of  a  bank  remains  undoubted,  is  liable  to 
fluctuate  only  to  a  certain  extent.  That  portion 
which  is  founded  upon  deposits  is  most  of  all  liable 
to  fluctuate,  because  the  amount  of  deposits  which  a 
bank  may  at  any  time  have,  is  a  much  more  uncer¬ 
tain  thing  than  the  amount  of  circulation  it  may  be 
able  to  maintain. 

The  contraction  of  loans  in  1834,  by  the  Bank  of 
the  United  States,  was  caused  by  the  diminution  of 
the  amount  of  its  deposits  consequent  upon  the  with- 
14* 
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drawal  of  the  public  moneys  from  its  custody.  The 
contraction  of  loans  so  severely  felt  towards  the  end 
of  1836,  was  occasioned  by  the  prospective  withdrawal 
of  large  amounts  of  public  money  from  the  banks 
which  held  it,  to  be  distributed  among  the  states;  and 
the  same  effect  would  have  been  produced  though 
the  banks  had  been,  like  the  London  private  banks, 
not  banks  of  circulation,  but  banks  of  deposit  and  dis¬ 
count  merely. 

The  stable  portion  of  the  loans  of  a  bank  being 
those  dependent  upon  its  capital,  and  the  fluctuating 
portion  those  dependent  upon  its  circulation  and  de¬ 
posits,  it  is  obvious  that  the  ratio  which  the  stable 
portion  bears  to  the  fluctuating  portion,  will  deter¬ 
mine  the  stable  or  fluctuating  character  of  the  whole. 
Now  it  has  already  been  shown  how  the  increase  of 
banks  tends  to  diminish  the  circulation  of  each  par¬ 
ticular  bank,  and  of  course  the  amount  of  loans  found¬ 
ed  upon  that  circulation.  The  same  operation  takes 
place  with  respect  to  deposits  ;  from  all  which  it  re¬ 
sults,  that  the  increase  of  banking  capital  consequent 
upon  the  multiplication  of  banks,  tends  to  give  a  sta¬ 
bility  to  the  loans  of  each  bank,  by  increasing  the 
relative  amount  of  that  portion  of  its  loans  which  is 
not  subject  to  fluctuation.  Thus  the  increase  of  bank 
capital  attendant  upon  the  multiplication  of  banks,  by 
giving  a  stability  to  bank  loans,  tends  at  the  same 
time  to  give  a  comparative  stability  to  trade. 

If  we  suppose  only  one  great  bank  of  issue,  similar, 
for  instance,  to  the  Bank  of  England,  the  amount  of 
the  loans  of  such  a  bank  founded  upon  its  circulation 
and  deposits,  that  is,  the  amount  of  its  loans  liable  to 
fluctuation,  must  bear  a  very  large  proportion  to  the 
amount  of  its  loans  founded  on  capital.  Of  course  the 
entire  loan  of  such  a  bank  must  be  liable  to  vibrate 
through  a  great  extent,  a  vibration  which  must  be 
attended  with  great  fluctuations  in  trade.  With 
regard  to  the  Bank  of  England,  its  capital,  except 
the  rest  or  surplus,  being  invested  in  public  stocks, 
almost  the  entire  amount  of  its  loans  is  founded  upon 
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its  circulation  and  deposits,  and  of  course  is  liable  to 
great  and  sudden  fluctuations.  The  rule  adopted  by 
the  directors,  of  keeping  the  amount  of  securities,  or, 
in  other  words,  the  loan,  as  far  uniform  as  possible,  is 
a  good  one,  but  under  the  circumstances  the  directors 
are  not  able  to  act  upon  it.  It  happens  too,  unfortu¬ 
nately  for  trade,  that  fluctuations  in  the  amount  of 
the  loan  of  the  bank,  are  generally  made  to  fall 
almost  exclusively  upon  that  portion  of  it  which  is 
secured  by  mercantile  paper.  The  influence  of  the 
bank  is  so  great,  that  every  contraction  in  the  amount 
of  its  loan  gives  a  certain  shock  to  credit,  and  induces 
other  lenders  to  draw  in  their  loans  also.  The  power 
which  such  an  institution  is  able  to  exert  over  trade 
is  enormous,  and  altogether  too  great  to  be  entrusted 
to  any  twenty-four  men,  however  respectable  for  tal¬ 
ents  or  integrity.  Its  effects  extend  beyond  the  island 
of  Great  Britain.  They  have  recently  been  felt  with 
severity  in  the  United  States.  Now  if  the  circulation 
and  deposits  of  the  Bank  of  England  were  divided 
among  a  large  number  of  banks,  the  amount  of  loan 
which  each  bank  would  found  upon  its  share  of  that 
circulation  and  those  deposits,  must  be  small.  It 
would  follow  that  the  fluctuating  portion  of  the  loans 
of  those  banks  must  be  in  a  small  ratio  to  the  stable 
portion,  and  of  course  the  entire  loan  must  acquire  a 
character  of  comparative  stability. 

Let  us  now  take  an  illustration  from  the  banks  of 
the  United  States.  At  the  end  of  the  year  1835,  there 
were  in  the  State  of  Mississippi  Jive  banks,  with  a 
capital,  paid  up,  of  $8,764,000,  circulation  $4,490,000, 
deposits  $6,400,000,  specie  $660,000.  From  this 
statement  it  is  evident  that  more  than  half  of  the 
whole  amount  loaned  by  these  banks,  must  have  been 
founded  on  circulation  and  deposits,  and  must  have 
partaken  of  their  fluctuating  character.  About  the 
same  time,  in  Rhode  Island,  there  were  sixty-one 
banks,  with  a  capital  of  $8,750,000,  circulation  $1,- 
644,000,  deposits  $1,700,000,  specie  $566,000.  Only 
about  a  quarter  part  of  the  loans  of  these  banks  could 
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have  been  founded  upon  circulation  and  deposits,  and 
so  have  been  exposed  to  fluctuation.  But  this  arith¬ 
metical  statement  of  the  comparative  stability  of  the 
loans  of  the  Mississippi  and  Rhode  Island  banks  does 
not  exhibit  the  whole  extent  of  it, — for  it  is  an  un¬ 
questionable  fact,  that  with  the  increase  of  the  circu¬ 
lation  and  deposits  of  a  bank,  their  liability  to  fluctu¬ 
ate  increases  in  a  much  greater  ratio. 

It  therefore  seems  to  be  sufficiently  evident  that  the 
increase  of  banks,  so  far  from  tending  to  increase  fluc¬ 
tuations  of  trade,  as  has  been  so  confidently  alleged, 
must  have  a  strong  tendency  the  other  way;  for  it 
tends  directly  to  give  a  stability  to  bank  loans  by 
increasing  the  relative  amount  of  that  portion  of  the 
loan  not  liable  to  fluctuation,  and  decreasing  the  rela¬ 
tive  amount  of  that  portion  of  the  loan  liable  to  fluc¬ 
tuate. 

It  is  not  to  be  supposed  that,  under  any  system  that 
can  be  devised,  fluctuations  of  trade  can  be  entirely 
prevented.  They  are  one  of  those  evils  which  flesh 
is  heir  to;  they  may  be  alleviated,  but  cannot  be  rad¬ 
ically  cured.  It  is  a  sad  thing,  to  be  sure,  to  see  vast 
numbers  of  persons,  by  a  sudden  commercial  revolu¬ 
tion,  thrown  out  of  lucrative  employment  and  reduced 
to  poverty  and  idleness.  But  we  ought  to  recollect 
that  it  is  only  owing  to  commerce,  and  to  that  viva¬ 
city  which  banks,  the  credit  system  and  the  spirit  of 
enterprise  have  imparted  to  trade  and  industry,  that 
these  persons  ever  had  any  lucrative  employment  out 
of  which  to  be  thrown.  In  countries  where  trade  and 
manufactures  are  at  a  low  ebb,  the  great  mass  of  the 
people  always  remain  in  that  state  of  destitution  and 
idleness  which  is  witnessed  with  us  only  at  the  mo¬ 
ment  of  some  great  commercial  crisis, — a  crisis  which 
soon  passes  by,  and  gives  place  to  the  state  of  pros¬ 
perity  by  which  it  was  preceded.  Those  persons  who 
are  so  excited  at  contetji plating  the  effect  of  fluctua¬ 
tions  in  trade,  that  they  are  ready  to  do  away  with 
all  trade, — which  indeed  must  be  the  result,  at  least  to 
a  great  extent,  of  destroying  that  machinery  of  credit 
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by  which  alone  it  can  be  prosperously  carried  on, — are 
just  as  reasonable  as  the  man  who  was  so  vexed  to 
find  that  his  clothes  did  not  prevent  him  from  suffering 
every  now  and  then  by  the  cold,  that  he  resolved  to 
wear  no  clothes  whatever,  but  to  go  naked. 


CHAPTER  VII. 

The  connection  between  the  Currency  and  the  Foreign 

Exchanges. 

The  connection,  or  supposed  connection,  between 
the  currency  of  a  country  and  the  state  of  its  foreign 
exchanges,  has  been  made  the  foundation  of  a  theory 
of  banking  which  would  break  down  all  competition 
whatever,  so  far  as  the  circulation  is  concerned,  and 
would  render  the  issue  of  circulating  paper  a  perfect 
monopoly  in  the  hands  of  a  single  issuer.*  This  sub¬ 
ject  therefore  needs  to  be  examined. 

It  is  alleged  that  whenever  the  foreign  exchange  is 
against  a  country,  that  very  circumstance  is  a  proof 
that  the  currency  is  redundant  and  needs  contrac¬ 
tion  ;  that  when  the  foreign  exchange  is  in  favor  of 
a  country,  that  fact  indicates*  too  great  a  contraction 
of  the  currency,  which  then  needs  to  be  expanded; 
that  when  the  foreign  exchange  is  at  par,  it  is  thereby 
indicated  that  the  currency  is  exactly  proportioned  to 
the  wants  of  the  country. 

If  this  statement  were  in  conformity  to  fact,  it 
would  certainly  furnish  a  very  convenient  rule  for  the 
regulation  of  bank  issues.  It  is  obvious  however,  at 
a  single  glance,  that  such  a  rule  is  just  as  capable  of 
regulating  the  management  of  five  hundred  banks,  as 
of  one  bank.  Were  these  five  hundred  banks  satis¬ 
fied  that  the  state  of  the  foreign  exchanges  afforded 

*It  is  somewhat  curious  that  Mr.  McCulloch,  the  chief  author  of  the 
articles  on  political  economy  in  the  Edinburg  Review,  and  a  most  un¬ 
compromising,  and  sometimes  extravagant  advocate  of  free  trade  in 
every  thing  else,  should  have  become  a  patron  of  this  theory. 
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them  a  sure  and  certain  guide  by  which  to  regulate  their 
issues,  their  own  interest  would  lead  them  to  observe 
it ;  for  as  the  banks  furnish  a  large  proportion  of  the 
capital  by  which  trade  is  carried  on,  a  certain  portion  of 
the  losses  arising  from  derangement  of  trade,  is  sure 
in  the  end  to  fall  upon  them.  This  doctrine  therefore 
concerning  the  connection  between  the  currency  and 
the  state  of  the  foreign  exchange  does  not  furnish  any 
valid  argument  in  favor  of  a  single  source  of  issue. 

It  seems  certain,  however,  that  the  doctrine  itself  is 
not  well  founded.  It  must  indeed  be  admitted  that 
one  etfect  of  the  depreciation  of  a  currency  produced 
by  too  great  an  increase  of  its  amount,  is,  to  give  an 
unfavorable  turn  to  the  foreign  exchanges;  but  it  is 
equally  certain  that  the  exchanges  may  become  un¬ 
favorable  from  a  variety  of  causes  wholly  unconnected 
with  the  state  of  the  currency.  Thus  it  may  happen, 
and  often  does  happen,  that  the  exchange  as  between 
England  and  the  continent  is  in  favor  of  England,  at  the 
very  moment  that  the  exchange  as  between  England 
and  the  United  States  is  in  favor  of  the  United  States. 
Whether  at  any  given  moment  the  exchange  as  be¬ 
tween  two  particular  countries  shall  be  in  favor  of  one 
or  the  other,  depends  in  general  very  much  upon  the 
fact  against  which  country  inclines  the  balance  of 
debt  immediately  payable. 

Suppose  that  at  any  given  period  the  exchange,  as 
between  England  and  the  United  States,  is  decidedly 
in  favor  of  England,  and  suppose  further  that  during 
this  state  of  things  a  heavy  loan  is  negotiated  in 
England  in  favor  of  the  United  States,  one  of  the 
individual  states,  or  some  great  banking  or  railroad 
company,  for  the  amount  of  which  the  borrower  is 
at  liberty  to  draw  at  once.  It  is  plain  that  this  new 
amount  of  exchange  upon  England  brought  suddenly 
into  the  market  would  have  the  effect  to  reduce  the 
price  and  turn  the  exchanges  in  our  favor.  This 
change  is  certainly  independent  of  the  state  of  the 
currency  in  either  country. 

Suppose  again  that  there  is  lent  out  by  English 
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capitalists  to  American  merchants  some  millions  of 
pounds  sterling  payable  at  short  dates,  and  suppose 
further  that  during  this  state  of  things  the  exchange 
is  in  our  favor.  If  however  from  any  circumstance 
the  English  capitalists  were  to  resolve  suddenly  to 
withdraw  their  capital  from  this  country,  and  were  to 
refuse  any  renewal  of  their  loans,  such  a  determina¬ 
tion,  it  is  very  certain,  would  have  the  effect  to  turn  the 
exchanges  against  us,  though  in  the  mean  time  the 
amount  of  our  currency  might  have  been  considerably 
diminished.  It  is  not  denied,  that  when  the  foreign 
exchanges  are  against  a  country,  the  banks  have  rea¬ 
son  to  be  cautious  how  they  extend  their  loans.  The 
American  banks  however  are  far  more  apt  to  be  too 
much  than  too  little  alarmed  at  such  an  event.  On 
the  other  hand,  to  maintain  that  so  long  as  the  ex¬ 
changes  are  in  our  favor,  the  banks  are  at  liberty  to 
go  on  increasing  their  liabilities,  appears  to  be  a  doc¬ 
trine,  the  practical  application  of  which  cannot  fail 
to  be  attended  with  great  danger  to  the  banks.  What¬ 
ever  may  be  the  state  of  the  exchanges,  there  is  a  cer¬ 
tain  point  beyond  which  their  liabilities  cannot  be 
judiciously  or  safely  extended.  Upon  this  point  no 
rule  can  be  laid  down  applicable  to  all  banks  alike. 
Each  bank  must  be  regulated  upon  this  point  by  the 
peculiar  circumstances  in  which  it  is  placed ;  and  the 
particular  bearing  of  those  circumstances,  in  each  par¬ 
ticular  case,  can  only  be  ascertained  by  cautious  ex¬ 
periment. 


CHAPTER  VIII. 

Effect  of  the  Usury  Laws  upon  Bank  Loans  and  Com¬ 
mercial  Fluctuations. 

The  attempt  to  regulate  by  law  the  price  of  labor, 
of  provisions,  and  of  many  other  articles,  was  formerly 
a  favorite  project  with  legislators.  This  attempt, 
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with  regard  to  every  thing  except  the  interest  of 
money,  has  long  since  been  abandoned,  as  useless  and 
pernicious.  With  respect  to  the  usury  laws,  a  very 
general  opinion  as  to  their  impolicy  prevails  among 
all  well-informed  people,  yet  such  is  the  power  of 
habit  and  prejudice,  that  they  still  remain  unrepealed. 

By  individual  money-lenders,  these  laws  are  for  the 
most  part  totally  disregarded ;  hut  with  respect  to  the 
banks,  the  chief  resources  whence  capital  is  obtained 
upon  loan,  these  laws  still  have  their  full  effect,  be¬ 
cause  the  forfeiture  of  charters  might  be  the  conse¬ 
quence  of  violating  them. 

The  rise  in  the  market  value  of  articles  operates  as  a 
useful  check  upon  consumption,  whenever  the  supply 
falls  short  of  the  demand  ;  and  in  like  manner  a  rise 
in  the  rate  of  interest, — if  that  rate  were  not  limited 
by  law, — wouid  act  as  a  useful  check  upon  all  under¬ 
takings  in  which  an  outlay  of  borrowed  capital  is 
required.  It  would  operate  especially  as  a  check  upon 
speculative  undertakings.  By  increasing  the  rate  of 
interest  whenever  they  found  themselves  beset  by  a 
multiplicity  of  borrowers,  the  banks  would  check  the 
disposition  to  borrow  in  a  much  less  violent  and  a  safer 
way,  than  by  sudden  and  apparently  capricious  refu¬ 
sals  to  discount. 

As  things  now  are,  when  speculations  are  entered 
upon,  it  is  always  calculated  that  money  can  be  had 
of  the  banks  wherewith  to  sustain  them,  at  six  per 
cent  interest.  In  point  of  fact,  money  cannot  be  had 
at  that  rate  ;  for  when  trade  or  speculation  reaches  a 
high  pitch,  it  creates  a  demand  for  capital  greater 
than  the  banks  can  supply,  and  the  speculators  are 
driven  to  borrow  of  private  lenders  at  high  rates. 
This,  however,  is  a  result  which  is  not  anticipated. 
It  is  known  that  the  banks  cannot  ask  more  than  the 
rate  established  by  law,  and  an  expectation  is  always 
cherished  that  bank  loans  can  be  had  to  the  extent 
desired. 

If  the  banks  had  the  power,  and  were  in  the  habit, 
as  they  would  be  if  they  had  the  power,  of  raising 
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the  rate  of  interest  as  the  demand  for  capital  increased, 
this  probable  rise  in  the  rate  of  interest  would  always 
be  taken  into  account,  and  would  operate  as  an  impor¬ 
tant  check  to  undertakings  founded  solely,  or  princi¬ 
pally,  upon  bank  credits.  Besides,  the  rate  of  inte¬ 
rest  as  fixed  by  the  banks,  that  is,  as  regulated  by 
the  demand  for  capital,  would  form  a  sort  of  mercan¬ 
tile  barometer,  by  means  of  which  it  would  be  easy 
to  foresee  the  approach  of  a  pressure  in  the  money 
market.  Whenever  the  rate  of  interest  was  high, 
that  high  rate  would  be  a  perpetual  warning  against 
commencing  new  operations,  the  returns  of  which, 
however  great  they  might  promise  ultimately  to  be, 
were  yet  distant  and  uncertain.  Under  the  present 
law,  persons  are  induced  to  go  on  involving  them¬ 
selves  under  the  expectation  of  always  being  able  to 
borrow  at  six  per  cent,  an  expectation  which  the  pres¬ 
ent  law  is  calculated  to  create,  but  which  is  both  false 
and  dangerous.  From  loaning  freely  at  six  per  cent, 
the  banks  now  pass,  by  a  sudden  and  generally  unex¬ 
pected  transition,  to  not  loaning  at  all,  or  only  in 
small  amounts.  This  change  is  of  so  violent  a  char¬ 
acter  as  often  to  prove  exceedingly  distressing,  if  not 
ruinous,  to  the  borrower,  whereas  if  the  borrowing 
were  checked  by  a  gradual  rise  of  the  rate  of  inte¬ 
rest,  it  would  be  much  less  disastrous  in  its  operation, 
and  might  be  foreseen  and  provided  for.  This  neces¬ 
sity  of  paying  a  high  rate  of  interest,  when  perceived 
at  a  distance,  would  prove  a  very  great  drawback  to 
what  is  called  overtrading.  A  man  of  ordinary  pru¬ 
dence,  who  could  plainly  foresee  this  danger,  would 
not  fail  to  be  greatly  influenced  by  it.  Under  the 
present  system,  this  check  does  not  begin  to  operate 
till  speculations  are  carried  so  far  that  the  speculators 
must  struggle  on  at  whatever  sacrifice;  and  even  then 
it  operates  but  feebly,  because  hopes  are  always  en¬ 
tertained  of  borrowing  to  a  certain  extent  of  the 
banks,  at  the  rate  of  interest  fixed  by  law. 

This  subject  might  be  illustrated  at  great  length ; 
nor  would  it  be  difficult  to  show  that  the  usury  laws 
15 
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have  had  ten  times  the  influence  in  promoting  specu¬ 
lation  and  overtrading,  that  ever  the  excessive  issue  of 
bank  notes  has  had ;  and  indeed  that  this  very  exces¬ 
sive  issue,  whenever  it  has  existed,  has  been  princi¬ 
pally  produced  by  these  very  usury  laws,  the  banks 
seeking  to  gain  that  profit  by  an  extension  of  their 
loans  which,  but  for  the  laws  against  usury,  might  be 
obtained  more  safely  and  beneficially,  both  for  them¬ 
selves  and  the  public,  by  a  rise  in  the  rate  of  interest. 
But  for  this  discussion  we  have  not  room  in  the  pre¬ 
sent  treatise. 


CHAPTER  IX. 

Of  a  National  Bank  and  a  Uniform  Currency. 

According  to  strict  propriety  of  phrase,  by  a  Na¬ 
tional  Bank  we  ought  to  understand  an  institution 
wholly  or  mainly  under  the  control  of  the  govern¬ 
ment.  Such  are  the  banks  of  France,  Austria,  Russia, 
Holland,  and  some  others.  Such  an  institution  at  the 
present  day  would  find  few  advocates  in  this  country. 

By  a  National  Bank,  according  to  the  common  use 
of  that  term  in  America,  is  intended  an  institution 
resembling  in  its  essential  features  the  Bank  of  Eng¬ 
land,  or  the  late  Bank  of  the  United  States.  Accord¬ 
ing  to  the  doctrines  maintained  in  the  preceding 
chapters,  such  an  institution  is  neither  necessary  nor 
useful. 

Such  a  bank  has  exclusive  privileges,  entirely  in¬ 
consistent  with  freedom  of  competition.  It  always 
forms  the  strong-hold,  the  impregnable  fortress,  the 
pride  and  reliance  of  the  monopolists.  It  is  worthy  of 
careful  attention,  what  rapid  strides  the  English  joint- 
stock  banks  have  made  since  the  Bank  of  England 
has  been  shorn  of  a  part  of  its  exclusive  privileges. 
In  like  manner,  the  local  banks  of  the  United  States 
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have  doubled  in  number  and  capital  since  Jackson’s 
veto  upon  the  recharter  of  the  United  States  Bank; 
and  that  too  notwithstanding  the  gold  currency  party 
have  acted  in  the  mean  time  in  strict  alliance  with  the 
monopolists  of  bank  charters,  and  have  most  strenu¬ 
ously  joined  in  the  opposition  to  the  creation  of  any 
new  banks.  These  gold  currency  people  bear  a  most 
desperate  hatred  to  all  monopolies, — and  so  far  they 
are  right.  But  they  have  suffered  the  common  fate 
of  fanatics ;  they  have  allowed  themselves  to  be  spell¬ 
bound  by  words  ;  and  to  be  made  instruments  in  the 
hands  of  the  men  they  hate  most,  for  promoting  that 
very  end  to  which  they  are  most  heartily  opposed. 

It  is  said  that  a  National  Bank  is  necessary, 

First ,  To  regulate  the  local  banks  and  to  keep  them 
in  order. 

Second ,  To  facilitate  domestic  exchanges. 

Third ,  To  furnish  a  uniform  currency. 

1.  The  first  of  these  reasons  has  been  already  dis¬ 
posed  of  in  the  preceding  chapter.  A  free  competi¬ 
tion  in  banking  will  accomplish  the  end  proposed, 
with  much  less  trouble,  and  much  greater  certainty. 

This  idea  of  creating  one  great  bank  to  superintend 
and  control  all  the  other  banks,  rests  upon  no  better 
foundation  than  would  the  creation  of  one  great  firm, 
invested  with  peculiar  privileges,  for  the  purpose  of 
regulating  the  foreign  trade,  and  keeping  in  order  the 
rest  of  the  merchants  engaged  in  it.  It  supposes  a 
superior  degree  of  knowledge  and  of  disinterestedness 
on  the  part  of  the  men  who  may  happen  to  be  chosen 
directors  of  the  great  bank,  quite  superhuman.  Now, 
in  point  of  fact,  these  directors  are  no  more  likely  to 
be  endowed  with  these  superior  gifts  than  the  direc¬ 
tors  of  any  other  respectable  bank  ;  and  how  they 
may  be  deluded,  and  how  readily  they  may  become  the 
instruments  to  delude  others,  is  evident,  among  other 
numerous  instances,  from  the  conduct  and  doctrines 
of  the  Bank  of  England  during  the  suspension  of 
specie  payments;  of  the  late  Bank  of  the  United 
States  during  the  two  first  years  of  its  existence ;  and 
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of  the  present  Pennsylvania  Bank  of  the  United 
States,  from  the  day  it  commenced  operations  down 
to  the  present  moment. 

The  trade  or  the  currency  of  the  country  cannot 
safely  be  delivered  over  to  the  sole  management  of 
any  single  board  of  bank  directors.  This  is  the  intro¬ 
duction  of  a  sort  of  absolute  monarchy  into  commer¬ 
cial  affairs ;  a  form  of  government  which  in  theory, 
and  supposing  the  despot  to  be  eminently  virtuous 
and  wise,  has  a  plausible  appearance,  but  which  in 
practice  proves  exceedingly  pernicious.  As  open 
competition  has  been  found  to  be  the  best  and  safest 
regulator  of  all  other  kinds  of  trade,  so  it  will  no 
doubt  prove  the  best  and  safest  regulator  of  the  trade 
of  banking. 

2.  The  business  of  domestic  exchanges  can  be  as 
well  conducted  by  one  bank  as  another.  Free  com¬ 
petition  is  as  necessary  here  as  elsewhere,  and  will 
soon  reduce  profits  to  their  lowest  level. 

Ever  since  1834,  the  state  of  the  domestic  exchan¬ 
ges  has  formed  a  regular  topic  of  newspaper  declama¬ 
tion.  Before  the  removal  of  the  deposits,  it  is  said, 
exchanges  were  at  such  and  such  low  rates ;  since 
then,  they  have  doubled,  tripled,  quadrupled;  and 
this  we  are  told  is  owing  to  the  destruction  of  the 
United  States  Bank. 

Those  who  reason  in  this  way  do  not  seem  to  recol¬ 
lect  that  all  the  time  that  exchanges  have  been  rising 
so,  the  United  States  Bank  has  been  going  on,  in  full 
blast.  To  be  sure,  it  has  changed  its  character,  in  the 
mean  time,  from  a  national  to  a  state  bank ;  but  that 
cannot  have  interfered  to  any  great  degree  with  its 
exchange  business.  It  had  the  same  capital,  the 
same  officers,  the  same  credit,  the  same  means.  It  is 
true  that  the  diminution  of  its  circulation  had  a  ten¬ 
dency  to  diminish  the  total  amount  of  its  loans;  but 
the  close  of  its  branches  cut  down  its  loans  upon  per¬ 
sonal  security,  and  tended  to  throw  its  whole  capital 
into  the  business  of  domestic  exchanges,  and  if  it  had 
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lost  the  public  deposits,  it  still  retained  a  large  amount 
of  money  belonging  to  the  United  States. 

The  true  cause  of  the  derangement  of  the  domestic 
exchanges  is  to  be  found  in  the  excessive  indebtedness 
of  several  of  the  Southern  and  Western  States  to  the 
commercial  cities  of  the  North.  From  1823,  when 
the  Bank  of  the  United  States  re-entered  upon  this 
business  of  domestic  exchange,  down  to  about  the  time 
of  the  removal  of  the  deposits,  the  commercial  balance 
between  the  cities  of  the  North,  and  the  Southern  and 
Western  States,  remained  about  even,  and  of  course 
the  exchanges  between  them  were  nearly  at  par. 
Subsequently  to  the  removal  of  the  deposits,  various 
circumstances  inclined  the  commercial  balance  greatly 
against  the  South  and  West.  Several  of  the  Western 
States,  to  which  a  great  tide  of  emigration  was  set¬ 
ting,  imported  much  and  exported  little;  while  the 
cotton-growing  States  of  the  South,  owing  to  the  rise 
in  the  price  of  cotton,  were  enabled  to  obtain  vast  cred¬ 
its  beyond  the  actual  value  of  their  produce  remitted 
to  the  North.  The  South  and  West  being  thus  brought 
greatly  in  debt  to  the  commercial  cities  of  the  North, 
the  exchange  became  unfavorable  to  them,  and  drafts 
upon  those  States  could  only  be  negotiated  at  a  great 
discount.  With  or  without  a  national  bank,  like 
causes  will  always  produce  the  same  results.  When 
the  commercial  balance  is  greatly  against  any  particu¬ 
lar  states  or  cities,  it  is  impossible  for  any  bank  to 
collect  or  discount  drafts  upon  them,  except  at  a  con¬ 
siderable  premium. 

3.  With  respect  to  the  matter  of  a  uniform  currency, 
it  cannot  be  denied  that  the  late  Bank  of  the  United 
States  supplied  a  paper  generally  current  throughout 
the  Union,  and  which  was,  in  many  cases,  a  matter 
of  great  convenience.  The  universal  circulation  of 
the  paper  of  that  bank  was  owing  to  two  causes  :  first, 
its  large  capital  and  well-established  credit,  and  sec¬ 
ondly,  the  receivability  of  its  notes  in  all  payments 
made  to  the  government. 

It  is  very  possible,  however,  to  carry  the  uniformity 
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of  the  currency  to  a  much  greater  extent  than  ever 
prevailed  during  the  existence  of  a  National  Bank. 
The  notes  of  that  bank  had  a  pretty  uniform  value  in 
all  parts  of  the  country ;  but  the  local  notes,  which 
formed  the  great  mass  of  the  circulation,  had  but  a 
limited,  local  uniformity  of  value,  and  when  carried 
to  any  considerable  distance  from  the  place  of  issue, 
not  only  they  were  not  current,  but  heavy  discounts 
had  to  be  paid  to  the  broker  who  exchanged  them  for 
current  notes. 

In  England,  all  the  country  bankers  have  agents  in 
London  to  redeem  their  notes  there,  and  in  many 
cases  the  notes,  upon  their  face,  are  made  payable  in 
London  as  well  as  at  the  place  of  issue.  By  means 
of  this  system,  no  note  of  a  banker  in  good  credit  can 
fall  to  any  considerable  discount.  London,  being  the 
centre  of  trade,  is  the  point  towards  which  all  the  cir¬ 
culation  constantly  tends,  and  as  the  exchange,  except 
under  very  peculiar  circumstances,  is  always  in  favor 
of  a  place  towards  which  trade  concentrates,  through¬ 
out  the  whole  extent  of  the  country  to  which  it 
serves  as  a  centre,  notes  which  are  redeemable  in 
London  preserve  a  pretty  uniform  value  throughout 
the  whole  kingdom, — that  is,  if  the  issuer  of  the  notes 
be  known,  and  his  credit  be  undoubted. 

A  similar  system  has  been  adopted  in  New  England 
with  signal  success.  By  the  combined  operations  of 
a  number  of  the  Boston  banks,  all  the  country  banks 
in  New  England  have  been  obliged  to  keep  funds  in 
Boston  for  the  redemption  of  their  notes.  The  coun¬ 
try  banks  did  not  come  into  this  arrangement  without 
some  struggle  against  it,  though  it  is,  in  fact,  as  much 
for  their  interest  as  it  is  for  the  public  benefit.  They 
found  it,  however,  more  safe  and  convenient  to  keep 
funds  in  Boston  for  the  redemption  of  their  notes, 
than  to  expose  themselves  to  have  specie  in  large 
quantities  demanded  at  their  own  counters,  which 
was  the  alternative  presented  to  their  choice.  The 
result  of  this  arrangement  is,  that  the  note  of  any 
New  England  bank  is  at  par  any  where  in  New  Eng- 
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land.  It  amounts  to  the  same  thing,  so  far  as  relates 
to  the  currency  of  their  paper,  as  if  all  the  banks 
redeemed  each  other’s  notes.  The  currency  through¬ 
out  New  England  is  thus  rendered  perfectly  uniform; 
each  bank  is  constantly  acting  as  a  check  upon  all 
the  others ;  and  each  is  assured  of  its  just  share  of 
the  circulation. 

This  same  system  has  been  adopted,  to  a  certain 
extent,  in  some  other  parts  of  the  country.  To  place 
the  currency  and  the  operations  of  the  banks  upon  a 
basis  of  uniformity  and  solidity,  it  is  necessary  that 
this  system  should  be  so  far  extended,  as  that  all  the 
local  banks  should  be  obliged  to  redeem  their  notes  at 
that  commercial  city  towards  which  concentrates  the 
business  of  the  district  in  which  they  are  situated; 
and  in  addition,  the  banks  of  these  commercial  cen¬ 
tres  should  provide  for  the  redemption  of  their  notes 
in  the  city  of  New  York,  which  has  now  become,  be¬ 
yond  dispute,  the  commercial  metropolis  of  the  coun¬ 
try.  In  this  way  the  notes  of  every  bank  in  the  United 
States,  of  which  the  credit  was  unimpeached,  would 
obtain  the  same  uniformity  of  value  which  metallic 
coins,  issued  by  different  governments,  possess.  It  is 
necessary  to  pay  a  certain  premium  in  order  to  obtain 
the  exchange  of  the  gold  coins  of  one  country  for  the 
gold  coins  of  another  of  equal  weight  and  fineness; 
and  a  similar  premium  it  would  be  necessary  to  pay 
to  obtain  the  exchange  of  the  local  notes  of  one  dis¬ 
trict  for  those  of  another.  This  however  would  not 
be  the  case  with  respect  to  the  notes  of  the  principal 
banks  in  the  principal  cities.  These  notes  being  all 
redeemable  in  New  York,  and  being  issued  by  banks 
of  large  capital  and  credit,  and  of  general  notoriety, 
would  pass  current  in  all  parts  of  the  Union. 

Such  a  scheme  as  this  for  the  establishment  and 
preservation  of  a  uniform  currency,  though  far  supe¬ 
rior  to  any  thing  which  could  be  achieved  by  the  sole 
agency  of  a  national  bank,  cannot  come  into  operation 
at  once.  It  requires  time  for  its  maturity,  and  can 
only  be  introduced  by  degrees.  In  the  mean  time,  and 
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during  the  state  of  transition,  some  inconvenience  will 
be  experienced,  which  however  will  be  in  a  great  de¬ 
gree  alleviated  by  various  expedients  which  mercan¬ 
tile  and  banking  ingenuity  will  suggest. 


CHAPTER  X. 

Of  the  duty  of  the  Federal  Government  to  regulate  the 

Currency. 

It  seems  to  be  sufficiently  clear  that  the  framers  of 
the  federal  constitution  intended  to  secure  for  the 
United  States  a  currency  of  gold  and  silver  coin,  or 
of  something  equivalent  to  it,  and  exchangeable  for 
it,  at  pleasure. 

This  intention  it  is  the  duty  of  the  federal  govern¬ 
ment  to  carry  into  effect. 

We  have  seen,  in  the  preceding  chapters,  that  a  cur¬ 
rency  of  bank  notes,  so  long  as  those  notes  retain  their 
peculiar  and  characteristic  quality  of  being  exchangea¬ 
ble  on  demand  for  gold  or  silver,  forms  precisely  the 
sort  of  currency  which  the  framers  of  the  constitu¬ 
tion  desired.  Institutions  have  been  established  under 
state  laws  for  furnishing  this  kind  of  currency,  and 
so  far,  the  federal  government  is  saved  from  the  neces¬ 
sity  of  intermeddling  at  all  with  the  matter. 

But  experience  has  shown  that  these  state  institu¬ 
tions  are  liable  to  a  certain  disorder  called  stoppage  of 
specie  payments ,  which  unhanlcs  them  at  once,  and 
changes  them  into  mere  machines  for  manufacturing 
paper  money  of  no  particular  value, — a  sort  of  com¬ 
modity  not  a  whit  better  than  those  bills  of  credit,  of 
which  the  framers  of  the  constitution  had  so  whole¬ 
some  an  abhorrence.  This  unhappy  disorder  is  apt 
occasionally  to  become  epidemical  ;  and  what  is  still 
worse,  the  people,  or  some  of  them,  have  got  into  the 
habit  of  meeting  together,  and  insisting  that  the  banks 
shall  stop  payment  whether  they  will  or  no,  and  then 
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the  state  legislatures  assemble  and  relieve  the  delin¬ 
quent  banks  from  all  the  penalties  they  have  incurred 
by  their  stoppage.  This  is  a  sore  evil.  Banks  that 
are  banks,  are  excellent  things,  but  non-specie-paying 
banks  are  the  greatest  nuisances  with  which  a  coun¬ 
try  can  be  cursed.  This  matter  is  wholly  in  the 
power  of  the  federal  government,  and  ought  at  once  to 
be  attended  to.  The  federal  government  possesses  a 
sovereign  medicine  against  this  disorder,  which  it  ought 
to  apply  at  once.  Let  Congress  enact  a  general  bank¬ 
rupt  law,  as  it  is  specially  authorized  to  do,  includ¬ 
ing  banks  and  other  corporations,  and  placing  them 
upon  the  same  level  with  other  bankrupts,  and  the 
thing  is  done. 

Such  a  suggestion  was  thrown  out,  accidentally 
perhaps,  in  Mr.  Van  Buren’s  message  to  Congress  at 
the  extra  session  of  1837.  It  was  received  with  a 
general  growl  on  the  part  of  the  suspended  banks,  and 
seems  to  have  been  since  forgotten.  That  however  is 
the  thing.  It  is  worth  a  dozen  sub-treasuries,  and  is 
besides  an  act  which  the  bitterest  enemies  and  the 
best  friends  of  the  banking  system  might  eordially 
unite  in  passing. 

Instead  of  wrangling  about  sub-treasuries,  or  inde¬ 
pendent  treasuries,  let  the  present  Congress  unite  to 
pass  such  an  act,  and  if  it  does  nothing  else  it  will  de¬ 
serve  well  of  the  country.  If  Mr.  Van  Buren  is  sincere, 
and  if  his  party  are  sincere  in  their  alleged  good  wishes 
towards  the  currency  and  the  banks,  here  is  the  test. 


CHAPTER  XI. 

Of  Banks  owned  in  whole  or  in  part  by  the  State. 

It  has  been  a  favorite  notion  with  many  persons, 
that  the  profits  derived  from  using  a  paper  currency 
instead  of  coin,  ought  properly  to  redound  to  the  state, 
and  not  to  be  left  to  be  engrossed  by  individuals.  It 
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is  however  a  mistake  to  suppose  that  the  profit  de¬ 
rived  from  capital  invested  in  the  business  of  banking, 
differs  in  any  respect  from  any  other  mercantile  profit. 
There  are  expenses  to  be  incurred,  and,  above  all,  a 
risk  to  be  taken,  and  the  profits  derived  from  an  issue 
of  paper  to  circulate  as  currency,  are,  or  at  least  would 
be  under  a  system  of  open  competition,  no  more  than 
a  fair  compensation  for  this  expense  and  risk.  There 
is  not  in  fact  any  reason  why  the  state  should  attempt 
to  engross  the  profits  of  banking  any  more  than  the 
profits  of  the  foreign  trade,  or  of  any  particular  branch 
of  manufactures. 

With  the  hope  however  of  securing  to  the  public  the 
profits  to  be  derived  from  the  business  of  banking, 
banks  have  been  at  different  times  established  in  sev¬ 
eral  of  the  states,  owned  wholly  or  in  part  by  the  state, 
or  more  or  less  under  the  management  of  the  state 
government.  Where  the  state  merely  takes  a  share 
of  the  stock,  leaving  the  greater  part  of  it  in  the  hands 
of  individuals,  and  leaving  the  bank  to  be  managed 
principally  by  those  individuals,  no  great  harm  re¬ 
sults  from  this  partnership.  Indeed  there  may  be  very 
good  reasons  why  a  state  should  thus  become  partner 
in  a  bank.  But  whenever  the  state  has  been  sole  or 
principal  owner,  and  has  engrossed  the  entire  or  chief 
management  of  the  bank,  the  consequences  have  uni¬ 
formly  been  most  disastrous.  A  state  can  only  man¬ 
age  a  bank  by  means  of  agents ;  and  the  agents  elected 
to  manage  a  state  bank  are,  in  general,  politicians,  who 
feel  little  or  no  interest  in  the  ultimate  success  of  the 
institution  entrusted  to  their  care,  but  who  look  upon 
it  merely  as  a  means,  for  the  time  being,  of  advantage¬ 
ous  loans  to  themselves  or  their  friends.  It  is  a  well- 
established  mercantile  maxim  that  no  business  is  likely 
to  flourish  which  is  left  entirely  in  the  hands  of  hire¬ 
ling  agents,  who  not  only  have  no  personal  interest  in 
its  success,  but  whose  personal  interest  is,  or  may  be, 
the  other  way.  This  maxim  is  quite  as  true  in  bank¬ 
ing  as  in  any  thing  else.  Hence  it  has  happened  that 
all  the  American  banks  owned  and  controlled  by  states 


AND  PAPER  CURRENCIES. 


179 


have  had  a  very  short  career.  The  experiment  was 
amply  tried  in  Vermont,  Kentucky,  Tennessee,  North 
Carolina,  and  perhaps  some  other  of  the  states,  a  quar¬ 
ter  of  a  century  ago.  Some  of  the  South-western 
States  have  recently  been  trying  new  experiments  of 
the  same  sort.  There  is  every  reason  to  believe  that 
the  result  will  be  precisely  the  same  now,  that  it  was 
formerly. 

The  only  sure  and  reasonable  means  by  which  a 
state  can  participate  in  the  profits  of  banking,  seems 
to  be,  by  means  of  a  stamp  duty  upon  circulating  notes. 
A  tax  upon  bank  stock,  such  as  is  levied  in  Massa¬ 
chusetts  and  some  other  of  the  states,  especially  when 
such  a  tax  is  considered  in  connection  with  the  usury 
laws,  by  which  the  banks  are  absolutely  prohibited 
from  charging  a  higher  profit  than  six  per  cent,  is  one 
of  the  most  unjust  and  unreasonable  taxes  that  can 
possibly  be  imagined. 


PART  THIRD. 


AN  APOLOGY  FOR  ONE-DOLLAR 
NOTES. 


CHAPTER  I. 

Origin  of  the  'prejudice  against  Small  Notes. 

The  Bank  of  England,  for  upwards  of  sixty  years 
from  the  date  of  its  incorporation,  issued  no  notes  of  a 
smaller  denomination  than  twenty  pounds,  or  near  one 
hundred  dollars.  In  1759,  it  commenced  the  issue  of 
/e/i-pound  notes,  and  in  1794,  it  began  to  issue  notes  of 
the  denomination  of  Jive  pounds. 

The  private  bankers  however,  both  of  Scotland  and 
England,  had  issued  notes  for  much  smaller  sums.  In 
Scotland,  notes  for  five  and  ten  shillings  were  in  gene¬ 
ral  circulation  ;  and  in  Yorkshire  some  notes,  it  is  said, 
were  issued  of  no  higher  denomination  than  sixpence. 
Owing  to  certain  abuses  and  evils  which  were  alleged 
to  attend  upon  the  circulation  of  these  small  notes,  the 
issue  of  any  note  in  Scotland  under  twenty  shillings 
was  prohibited  by  act  of  Parliament.  A  similar  act, 
but  more  restrictive,  was  enacted  with  respect  to  Eng¬ 
land,  in  consequence  of  which  the  English  bankers 
ceased  to  issue  any  notes  of  a  less  denomination  than 
five  pounds. 

It  appears  that  the  Scotch  small  notes,  above  alluded 
to,  customarily  contained  what  Avas  called  an  optional 
clause ,  by  which  the  banker  had  the  choice  either  of 
paying  on  demand,  or  in  six  months  after  demand,  to¬ 
gether  with  legal  interest  for  the  six  months.  The 
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Yorkshire  sixpenny  notes  contained  a  condition  that 
they  were  not  to  be  paid  unless  the  holder  would  give 
change  for  a  guinea  to  the  person  who  issued  them. 
Such  conditions  would  be  equally  objectionable  what¬ 
ever  might  be  the  denomination  of  a  note  in  which 
they  were  contained.  Yet  it  seems  probable  that  all 
the  alleged  evils  of  the  small-note  circulation,  grew 
entirely  out  of  these  conditional  clauses,  which  de¬ 
prived  the  notes  of  the  essential  character  of  being 
payable  on  demand. 

After  the  stoppage  of  specie  payments  in  1794,  and 
to  supply  the  place  of  the  gold  circulation  which  be¬ 
gan  to  leave  the  country,  the  Bank  of  England  com¬ 
menced  the  issue  of  one-pound  notes,  an  example 
which  was  followed  by  all  the  private  bankers.  About 
the  time  of  the  resumption  of  specie  payments,  the 
notes  of  the  Bank  of  England  under  five  pounds  were 
withdrawn  from  circulation,  though  the  issue  was  still 
continued  by  the  private  hankers.  During  the  crisis 
of  1S26,  the  Bank  of  England  re-issued  about  a  million 
and  a  half  of  these  small  notes.  Shortly  after,  an  act 
was  passed  which  prohibited  altogether  the  circula¬ 
tion  in  England  of  notes  under  five  pounds ;  it  being 
alleged  that  the  crisis  and  panic  of  1825  had  been 
caused,  or  aggravated,  by  the  circulation  of  one-pound 
notes.  The  ministry  were  desirous  of  extending  the 
same  act  to  Scotland ;  but  as  soon  as  their  intention 
was  known,  it  aroused  a  determined  spirit  of  resistance 
among  the  bankers  and  the  people.  Even  the  loyal 
Sir  Walter  Scott  wrote  a  pamphlet  against  this  minis¬ 
terial  project,  and  the  ministers,  with  much  reluctance 
and  chagrin,  found  themselves  obliged  to  abandon  it. 

The  prejudice  against  small  notes  which  has  been 
propagated  from  England  to  this  country,  has  derived 
much  support  from  the  authority  of  Adam  Smith. 
What  he  says  upon  this  subject  deserves  therefore  to 
be  carefully  examined ;  and  upon  examination  it  will 
be  found  to  be  sufficiently  meagre.  It  is  as  follows  : 
“  Paper  money  may  be  so  regulated  as  either  to  con¬ 
fine  itself  very  much  to  the  circulation  between  the 
16 
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different  dealers,  or  to  extend  itself  likewise  to  a  great 
part  of  that  between  the  dealers  and  the  consumers. 
Where  no  bank  notes  are  circulated  under  ten  pounds’ 
value,*  as  in  London,  paper  money  confines  itself  very 
much  to  the  circulation  between  the  dealers.  When 
a  ten-pound  bank  note  comes  into  the  hands  of  a  con¬ 
sumer,  he  is  generally  obliged  to  change  it  at  the  first 
shop  where  he  has  occasion  to  purchase  five  shillings’ 
worth  of  goods,  so  that  it  often  returns  into  the  hands 
of  a  dealer  before  the  consumer  has  spent  the  fortieth 
part  of  his  money.  When  bank  notes  are  issued  for 
so  small  sums  as  twenty  shillings,  as  in  Scotland,  pa¬ 
per  money  extends  itself  to  a  considerable  part  of  the 
circulation  between  dealers  and  consumers.  Before 
the  act  of  Parliament  which  put  a  stop  to  the  circula¬ 
tion  of  ten  and  five  shilling  notes,  it  filled  a  still  greater 
part  of  that  circulation.  In  the  currencies  of  North 
America,  paper  was  commonly  issued  for  so  small  a 
sum  as  a  shilling,  and  filled  almost  the  whole  of  that 
circulation.  In  some  paper  currencies  of  Yorkshire, 
it  was  issued  for  so  small  a  sum  as  a  sixpence. 

“  When  the  issuing  of  bank  notes  for  such  very 
small  sums  is  allowed  and  commonly  practised,  many 
mean  people  are  both  enabled  and  encouraged  to 
become  bankers.  A  person  whose  promissory  note  for 
five  pounds,  or  even  for  twenty  shillings,  would  be  re¬ 
jected  by  every  body,  will  get  it  to  be  received  without 
scruple  when  it  is  issued  for  so  small  a  sum  as  a  six¬ 
pence.  But  the  frequent  bankruptcies  to  which  such 
beggarly  bankers  must  be  liable,  may  occasion  a  very 
considerable  inconveniency,  and  sometimes  even  a 
very  great  calamity  to  many  poor  people  who  had 
received  their  notes  in  payment. 

“  It  were  better  perhaps  that  no  notes  were  issued 
in  any  part  of  the  kingdom  for  a  smaller  sum  than 
five  pounds.  Paper  money  would  then  probably  con¬ 
fine  itself,  in  every  part  of  the  kingdom,  to  the  circula- 


*  When  this  was  written,  the  Bank  of  England  had  not  commenced 
the  issue  of  five-pound  notes. 
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tion  between  the  different  dealers,  as  much  as  it  does 
at  present  in  London,  where  no  bank  notes  are  issued 
under  ten  pounds’  value;  five  pounds  being  in  most 
parts  of  the  kingdom  a  sum,  which,  though  it  will  pur¬ 
chase  perhaps  little  more  than  half  the  quantity  of 
goods,  is  as  much  considered,  and  is  as  seldom  spent 
all  at  once,  as  ten  pounds  are  amid  the  profuse  ex¬ 
pense  of  London. 

“  When  paper  money,  it  is  to  be  observed,  is  pretty 
much  confined  to  the  circulation  between  dealers  and 
dealers,  as  at  London,  there  is  always  plenty  of  gold 
and  silver.  When  it  extends  itself  to  a  considerable 
part  of  the  circulation  between  dealers  and  consumers, 
as  in  Scotland,  and  still  more  in  North  America,  it 
banishes  gold  and  silver  almost  entirely  from  the 
country;  almost  all  the  ordinary  transactions  of  its 
interior  commerce  being  thus  carried  on  by  paper. 
The  suppression  of  ten  and  five  shilling  bank  notes 
somewhat  relieved  the  scarcity  of  gold  and  silver  in 
Scotland ;  and  the  suppression  of  twenty-shilling  notes 
would  probably  relieve  it  still  more.  Those  metals 
are  said  to  have  become  more  abundant  in  America, 
since  the  suppression  of  some  of  their  paper  curren¬ 
cies.  They  are  said  likewise  to  have  been  more 
abundant  before  the  institution  of  those  currencies.”* 

It  will  be  seen  from  the  above  quotation,  that  Smith 
advocates  the  prohibition  of  all  notes  under  ten  pounds 
in  London,  and  of  all  notes  under  five  pounds  in  the 
rest  of  the  kingdom ;  and  the  reasons  he  gives  are  the 
two  following:  First ,  that  when  the  issuing  of  notes 
for  small  sums  is  allowed,  many  mean  people,  who 
otherwise  could  not  be  able  to  get  their  notes  into 
circulation,  are  encouraged  and  enabled  to  become 
bankers,  and  that  inconvenience  and  calamity,  espe¬ 
cially  to  the  poor,  must  result  from  the  frequent  bank¬ 
ruptcies  to  which  such  beggarly  bankers  are  liable. 
Second,  that  if  the  circulation  of  bank  paper  is  con¬ 
fined  to  the  trade  between  dealers,  that  is,  to  the  wliole- 

*  Wealth  of  Nations,  Book  II.  Chapter  II. 
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sale  trade,  gold  and  silver  will  be  plenty,  whereas  an 
extension  of  paper  currency  to  the  commerce  between 
dealers  and  consumers,  that  is,  to  the  retail  trade, 
occasions  a  scarcity  of  gold  and  silver. 

With  respect  to  the  first  of  these  reasons,  it  evidently 
is  not  applicable  to  the  old  system  of  banking  in 
this  country,  which  confines  the  issue  of  circulating 
notes  to  incorporated  companies.  A  bank  whose 
means  or  credit  are  such  as  to  enable  it  to  obtain  a 
circulation  for  notes  of  a  hundred  or  a  thousand  dol¬ 
lars,  can  be  safely  trusted  to  issue  notes  for  one  dollar. 
Or  if  these  institutions  are  so  destitute  of  means  as  to 
be  unworthy  of  being  trusted  for  the  sum  of  one 
dollar,  certainly  they  ought  not  to  be  allowed  to  ob¬ 
tain  credit  by  means  of  notes  for  ten,  twenty,  a  hun¬ 
dred,  or  a  thousand  dollars. 

Nor  is  this  first  reason  any  more  applicable  to  the 
new  system  of  banking,  in  which  New  York  has  taken 
the  lead,  by  which  the  right  to  issue  notes  is  thrown 
open  to  every  body,  who  will  first  lodge  with  the 
public  authorities,  security  for  the  redemption  of  the 
notes  issued.  This  security  is  as  available  for  the 
small  notes  as  for  the  large  ones,  and  will  be  an  effec¬ 
tual  protection  to  the  holders  of  the  notes  against 
loss  by  the  “frequent  bankruptcies  of  beggarly  bank¬ 
ers.” 

Smith’s  first  objection  being  thus  disposed  of  as 
inapplicable  to  this  country,  there  remains  only  the 
second,  which,  as  it  is  the  argument  principally  relied 
upon  by  the  American  advocates  for  the  suppression 
of  small  notes,  will  be  examined  at  length  in  the  next 
chapter. 

At  the  time  of  the  passage  of  the  English  act  of 
Parliament,  in  1826,  for  the  suppression  of  bank  notes 
under  five  pounds,  a  new  objection  was  brought  for¬ 
ward  against  this  kind  of  currency,  which  it  will  be 
well  to  mention.  It  was  alleged  that  the  one-pound 
notes  were  the  cause,  or  one  of  the  causes,  of  the  panic 
and  run  of  1825,  and  that  much  of  the  alarm  and 
confusion  of  that  period,  were  caused  by  the  demands 
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made  upon  the  bankers  by  the  holders  of  these  small 
notes. 

Now  whatever  may  have  been  the  case  in  England, 
the  experience  of  Scotland,  and  of  America,  is  quite 
different.  No  panic  nor  run,  in  either  of  those  coun¬ 
tries,  was  ever  caused,  or  supposed  to  be  caused,  by 
the  holders  of  the  small  notes.  Upon  the  occasion  of 
the  late  suspension  in  the  United  States,  it  was  not 
the  holders  of  the  small  notes,  or  any  demand  for 
their  redemption,  that  gave  the  bankers  any  trouble. 
It  was  the  depositors  whose  calls  were  chiefly  dreaded  ; 
any  demand  from  the  holders  of  the  small  notes  only, 
the  banks  might  have  met  without  difficulty. 

But  it  is  evident  from  the  very  facts  of  the  crisis  of 
1825,  that  the  small  notes,  merely  as  small  notes, 
were  in  no  respect  the  causes  of  the  panic  and  the 
run  ;  for  in  point  of  fact,  at  the  very  height  of  the  run, 
the  Bank  of  England  re-issued  a  million  and  a  half  of 
its  one-pound  notes,  which  had  been  withdrawn  from 
circulation  two  or  three  years  before;  and  it  was  the 
finding  of  a  chest  containing  these  notes,  which  had 
accidentally  escaped  destruction,  and  their  issue,  which 
alone  saved  the  bank  from  being  drained  of  its  specie, 
and  compelled  to  suspend.  It  is  surely  very  strange, 
if  small  notes  have  a  natural  tendency  to  produce  runs 
and  panics,  that  an  issue  of  small  notes,  in  the  very 
height  of  a  run,  should  have  operated  to  put  a  stop 
to  it. 

The  trouble  at  that  time  with  the  English  country 
banks  originated  in  the  universal  suspicion  and  dis¬ 
trust  with  which  they  were  regarded ; — a  suspicion 
and  distrust  which  grew  out  of  their  limited  capitals, 
the  great  extension  of  their  loans,  the  want  of  publicity 
in  their  proceedings,  and  the  fact  that  they  were 
deeply  entangled  in  the  speculations  of  the  day.  The 
holders  of  the  small  notes  demanded  gold,  because 
they  doubted  the  solvency  of  the  bankers.  They  were 
perfectly  willing,  however,  to  receive  Bank-of-England 
one-pound  notes,  because  nobody  doubted  the  solvency 
of  that  institution.  It  was  the  weakness  of  the  English 
16* 
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country  banks  that  gave  impulse  to  the  run,  and  it 
was  that  same  weakness  which  obliged  many  of  them 
to  stop  payment.  The  run  upon  the  Bank  of  England 
was  made  by  the  country  bankers,  who  drew  out  gold 
wherewith  to  redeem  their  own  discredited  notes. 
The  mercantile  pressure  of  that  crisis  was  as  severely 
felt  in  Scotland  as  in  England  ;  but  Scotland  escaped 
the  run  upon  the  banks,  and  all  the  disasters  with 
which  it  was  attended,  because  in  Scotland  the  banks 
were  strong,  and  their  solvency  undoubted. 


CHAPTER  II. 

Answer  to  the  Argument  against  Small  Notes. 

The  notions  prevalent  in  the  United  States  upon 
matters  of  political  economy,  as  well  as  upon  a  great 
variety  of  other  subjects,  are  generally  derived  at 
second  hand  from  England;  and  as  happens  in  the 
case  of  the  fashions,  they  often  just  begin  to  be  adopted 
here,  about  the  time  they  are  beginning  to  be  cast  off 
at  home. 

Deriving  from  England  a  prejudice  against  small 
notes,  the  majority  of  our  political  economists  have 
pushed  that  prejudice  to  the  extent  of  ascribing  all  the 
defects  and  evils,  or  supposed  defects  and  evils,  of  our 
banking  system  and  currency,  to  the  circulation  of  one- 
dollar  bills.  These  ideas  were  by  no  means  confined 
to  any  particular  political  party,  nor  to  the  sect  in 
favor  of  an  exclusive  hard  money  currency.  They 
were  very  generally  adopted  by  men  of  all  parties; 
the  suppression  of  small  notes  was  recommended  as  a 
remedy  against  panics,  commercial  fluctuations,  and 
the  inevitable  disasters  occasionally  attendant  upon 
trade  and  speculation  ;  arid  the  act  of  Congress,  which 
provides  for  discarding  by  degrees  from  the  pecuniary 
transaciions  of  the  Federal  Government,  the  use  of 
all  notes  under  twenty  dollars,  received,  at  the  time 
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of  its  enactment,  the  general  approbation  of  all 
parties. 

In  several  of  the  States,  prohibitions  against  the 
issue  of  notes  under  five  dollars  had  long  existed.  In 
several  others,  in  consequence  of  the  general  attack 
upon  this  kind  of  currency,  similar  laws  were  enacted. 
The  State  of  New  York,  however,  has  seen  fit  to  re¬ 
trace  its  steps  in  this  matter,  and  other  States  will  be 
likely  to  follow  the  example. 

The  argument  by  which  small  notes  have  been  as¬ 
sailed  in  this  country,  is  in  substance  the  same  as  the 
second  argument  cited  in  the  preceding  chapter  from 
Adam  Smith.  It  consists  in  the  allegation  that  small 
notes  tend  to  drive  gold  and  silver  out  of  the  country, 
and  to  produce  a  scarcity  of  those  metals,  such  as 
can  only  be  relieved  by  the  suppression  of  small 
notes. 

The  assertion  that  the  circulation  of  small  notes 
tends  to  drive  gold  and  silver  out  of  the  country  is 
unquestionably  true;  and  it  is  precisely  in  that  very 
way,  to  wit,  by  driving  gold  and  silver  out  of  the 
country,  that  they  confer  ohe  of  their  chief  benefits 
upon  the  community.  When  by  means  of  the  cheap 
substitute  of  paper,  as  a  medium  of  trade,  we  are  en¬ 
abled  to  dispense  with  the  expensive  use  of  gold  and 
silver,  that  gold  and  silver  can  be  exported  from  the 
country,  and  being  so  exported,  it  adds  just  so  much 
to  our  active  capital ;  and  this  is  one  of  the  chief  bene¬ 
fits  derived  from  the  use  of  bank  paper.  It  is  no  doubt 
true,  that  small  notes  tend  to  banish  gold  and  silver 
from  the  country;  but  it  is  just  as  true  that  large  notes 
have  that  tendency  in  a  much  greater  degree.  A  one- 
dollar  note,  by  supplying  the  place  of  a  single  silver 
dollar,  tends  to  drive  that  silver  dollar  out  of  the 
country ;  but  a  twenty-dollar  note,  by  taking  the  place 
of  twenty  silver  dollars,  tends  to  drive  those  twenty 
silver  dollars  out  of  the  country.  If,  therefore,  the 
object  is,  to  keep  gold  and  silver  in  the  country,  that 
object  will  be  much  more  effectually  accomplished  by 
suppressing  the  large  notes,  and  leaving  the  small  ones 
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to  circulate ;  by  banishing  the  use  of  bank  notes  from 
wholesale  transactions,  and  confining  their  use  to  retail 
dealings.  For,  as  Adam  Smith  very  justly  observes, 
in  the  paragraph  immediately  preceding  the  quotation 
given  above,  “  The  circulation  between  the  dealers, 
as  it  is  carried  on  by  wholesale,  requires  generally  a 
pretty  large  sum  for  each  particular  transaction.  That 
between  the  dealers  and  the  consumers,  on  the  con¬ 
trary,  as  it  is  generally  carried  on  by  retail,  frequently 
requires  but  very  small  ones,  a  shilling,  or  even  a  half¬ 
penny,  being  often  sufficient.  But  small  sums  circu¬ 
late  much  longer  than  large  ones.  A  shilling  changes 
masters  more  frequently  than  a  guinea,  and  a  half¬ 
penny  more  frequently  than  a  shilling.  Though  the 
annual  purchases  of  all  the  consumers,  therefore,  are 
at  least  equal  in  value  to  those  of  all  the  dealers,  they 
can  generally  be  transacted  with  a  much  smaller 
quantity  of  money;  the  same  pieces,  by  a  more  rapid 
circulation,  serving  as  the  instrument  of  many  more 
purchases  of  the  one  kind  than  of  the  other.”  These 
statements  are  unquestionably  true,  and  it  unquestion¬ 
ably  follows  from  them,  that  if  the  object  is  to  keep 
the  gold  and  silver  in  the  country,  that  object  will  be 
more  effectually  accomplished  by  prohibiting  large 
notes,  than  by  prohibiting  small  ones.  It  is  most 
curious  and  instructive  to  observe  how  a  prejudice 
long  prevalent  will  continue  to  operate  long  after  it 
has  been  fully  exploded;  and  what  is  stranger  yet,  to 
operate  even  upon  the  minds  of  those  who  have  had 
a  principal  hand  in  exploding  it.  This  dread  of  the 
expulsion  of  gold  and  silver  from  the  country,  which 
even  Smith  himself  alleges  as  a  valid  argument  against 
small  notes,  what  is  it  but  an  idle  fear  growing  out  of 
the  mercantile  theory  of  political  economy,  according 
to  which  wealth  consists,  and  consists  only,  in  an 
abundance  of  the  precious  metals, — the  groundlessness 
of  which  theory  Adam  Smith  himself  has  so  fully  and 
clearly  shown. 

There  is  another  circumstance, — a  sort  of  verbal 
error, — which  no  doubt  has  greatly  contributed  to 
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give  a  seeming  weight  to  this  argument.  People  of 
little  reflection  are  pretty  apt  to  confound  plenty  of 
gold  and  silver  with  what,  in  mercantile  phrase,  is 
called  plenty  of  money,  and  a  scarcity  of  gold  and 
silver  with  a  scarcity  of  money.  Whereas,  in  point 
of  fact,  a  country, — such  for  instance  as  Spain  or 
Mexico, — may  contain  a  great  abundance  of  gold  and 
silver,  and  yet  money  may  be  always  scarce, — that  is 
to  say,  there  will  always  exist  a  great  difficulty  of 
borrowing  money  or  of  obtaining  payment  of  debts; 
whereas  in  an  other  country, — Scotland  or  New 
England  for  example, — there  may  be  a  great  scarcity 
of  gold  and  silver,  and  yet  money  may,  at  times,  be 
exceedingly  plenty ;  and  always  far  more  so  than  in 
the  countries  with  which  they  are  here  contrasted. 

In  a  country  which  is  well  supplied  with  a  paper 
currency,  issued  by  bankers  of  competent  skill  and 
competent  capital,  the  only  use  of  gold  and  silver  is, 
to  settle  the  balances  between  different  parts  of  the 
country,  and  the  balances  with  foreign  nations. 

It  has  been  imagined  by  some,  that  if  small  notes 
were  banished  from  use,  and  their  place  supplied  by 
a  circulation  of  gold  and  silver,  that  this  gold  and 
silver  would  furnish  a  fund  upon  which  the  banks 
could  draw,  whenever  the  foreign  exchanges  turned 
against  us;  and  thus  might  be  avoided  those  contrac¬ 
tions,  and  the  consequent  fluctuation  of  prices,  with 
which  a  call  upon  the  banks  to  furnish  specie  for 
exportation  is  commonly  attended.  This,  however, 
is  evidently  and  doubly  a  mistake.  For,  in  the  first 
place,  the  only  possible  way  by  which  the  banks 
could  possess  themselves  of  any  of  this  circulating 
gold  and  silver,  would  be  by  a  contraction  of  their 
loans;  and  in  the  second  place,  the  country  would 
suffer  precisely  the  same,  by  the  withdrawal  from 
circulation  of  a  part  of  this  gold  and  silver,  as  it 
does  by  the  withdrawal  from  circulation  of  an  equal 
quantity  of  bank  notes.  The  currency  would  thus 
suffer  a  double  contraction.  The  banks,  in  the  first 
place,  would  contract  the  currency  by  withdrawing 
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from  circulation  a  quantity  of  their  notes,  in  order  by 
that  means  to  get  possession  of  a  portion  of  the  circu¬ 
lating  gold  and  silver,  and  they  would  then  contract 
the  currency  a  second  time,  by  sending  that  part  of 
its  metallic  circulating  medium  which  had  thus  fallen 
into  their  hands,  out  of  the  country,  in  payment  of 
foreign  debts. 

In  truth,  the  idea  that  the  metallic  circulating 
medium,  which  begins  where  the  paper  circulating 
medium  leaves  off,  whether  that  point  be  one  dollar, 
five  dollars,  or  twenty  dollars,  forms  a  fund  upon 
which  the  banks  can  draw  for  the  redemption  of  their 
paper,  is  to  suppose  that  this  gold  and  silver  possesses 
the  miraculous  power  of  being  able  to  be  in  two  places 
at  the  same  time,  of  serving  at  one  and  the  same  mo¬ 
ment  as  a  medium  for  small  transactions,  and  a  medi¬ 
um  for  large  ones.  The  gold  and  silver  which  is  set 
apart  to  fill  the  smaller  channels  of  circulation  is  as 
much  appropriated  to  a  specific  purpose,  as  the  gold 
and  silver  worked  up  into  ear-rings  and  silver  spoons; 
and  in  times  of  a  demand  for  specie  for  exportation, 
the  precious  metals  in  the  shape  of  ornaments  and 
utensils,  are  just  as  much  a  resource,  as  the  precious  , 
metals  in  the  shape  of  circulating  coin.  The  late 
suspension  of  specie  payments,  by  exposing  the  circu¬ 
lating  coin  to  be  withdrawn  from  the  channels  in 
which  it  was  employed,  to  be  sold  for  a  premium  in 
order  to  be  exported,  furnished  a  striking  proof  of  the 
inconveniences  by  which  every  such  withdrawal  must 
be  attended.  Every  body  recollects  the  trouble  aris¬ 
ing  out  of  the  scarcity  of  small  change  which  for 
some  time  existed;  an  inconvenience  which  was  felt 
in  the  highest  degree  in  those  states  in  which  the 
circulation  of  notes  under  five  dollars  was  prohibited, 
and  in  which,  of  course,  the  gap  created  by  the  with¬ 
drawal  of  the  metallic  currency  was  the  widest.  In 
several  of  these  states,  this  inconvenience  was  so 
severely  felt,  as  to  lead  to  the  issue,  on  the  part  of 
corporations,  companies,  and  individuals,  of  what 
were  called  shin  plasters ,  that  is,  notes  from  the 
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denomination  of  three  dollars  down  to  five  cents,  a 
practice  which,  though  it  was  in  direct  violation  of 
the  laws,  was  yet  tolerated  in  consideration  of  its  con¬ 
venience. 

It  is  thus  sufficiently  evident  that  so  far  as  regards 
a  supply  of  specie,  to  satisfy  any  foreign  demand  that 
may  arise,  nothing  is  to  be  gained  by  the  suppression 
of  small  notes.  Nor  is  any  relief  to  be  thus  obtained 
against  a  domestic  pressure  upon  the  banks.  Such  a 
pressure  can  only  arise  from  the  same  causes  which 
produce  a  pressure  upon  individuals, — that  is,  from 
severe  and  unexpected  losses,  from  doubts,  whether 
well  or  ill  founded,  of  the  solvency  of  the  banks,  or 
from  too  great  an  extension  of  their  business ;  in  other 
words,  from  getting  too  much  into  debt.  Suppose  a 
bank  exposed  to  one  or  all  of  these  causes  of  embar¬ 
rassment, — can  any  relief  be  afforded  by  the  fact  that 
all  the  minor  channels  of  circulation  are  filled  with 
specie?  Is  it  any  aid  to  my  difficulties  that  other 
people  have  an  abundance  of  gold  and  silver?  Will 
the  coin  in  their  pockets  enable  me  to  pay  my  debts? 

But  it  is  said  that  prohibiting  the  circulation  of 
small  notes  will  have  a  tendency  to  diminish  those 
sudden  fluctuations  in  the  amount  of  the  currency, 
which  are  often  attended  with  such  disastrous  conse¬ 
quences. 

It  has  been  shown  in  a.  previous  chapter,  that 
effects  generally  ascribed  to  a  fluctuation  in  the 
amount  of  the  circulating  medium,  are  chiefly  pro¬ 
duced  by  a  fluctuation  of  bank  loans, — fluctuations 
which  may  occur  to  a  great  extent,  quite  indepen¬ 
dently  of  the  amount  of  circulating  medium.  But 
whether  the  effects  of  a  fluctuation  in  the  amount  of 
the  currency  be  greater  or  less,  it  is  easy  to  show  that 
the  small-note  portion  of  the  currency,  where  small 
notes  are  allowed,  is  altogether  the  most  stable  por¬ 
tion  of  it,  and  supposing  the  solvency  of  the  banks  to 
remain  undoubted,  that  it  is  liable,  in  fact,  to  but  very 
slight  variations. 

Bearing  in  mind  the  distinction  set  up  by  Adam 
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Smith,  in  the  passages  above  quoted,  between  the 
wholesale  and  the  retail  trade,  it  is  clear,  in  the  first 
place,  that  the  small-note  portion  of  the  currency- 
must  at  all  times  form  but  a  small  part  of  the  total 
circulation.  It  is  equally  clear  that  the  retail  trade, 
to  which  the  use  of  small  notes  is  principally  confined, 
is  not  at  all  liable  to  those  speculative  inflations,  by 
which  sudden  expansions  of  the  currency  are  chiefly 
caused.  Speculation  is  confined  to  the  wholesale 
trade,  and  as  it  prevails  to  a  greater  or  less  extent,  it 
produces  great,  and  frequently  very  sudden  changes 
in  the  amount  of  currency  which  the  wholesale  trade 
requires,  that  is  to  say,  in  the  circulating  amount  of 
large  notes.  As  the  small-note  currency  is  free  from 
this  cause  of  expansion,  it  is  of  course  free  from  the 
corresponding  contractions  growing  out  of  the  gradual 
decline,  or  sudden  fall  of  speculative  operations.  The 
retail  trade,  without  doubt,  is  liable  to  fluctuate  with 
the  ability,  or  supposed  ability,  of  the  consumers. 
But  even  the  decline  of  that  ability  creates  a  new 
occasion  for  small  notes,  because  they  come  to  be 
substituted  in  many  cases  in  the  place  of  large  ones, 
those  who  formerly  purchased  to  the  amount  and  with 
a  note  of  ten  or  twenty  dollars,  being  now  reduced  to 
employ  a  two  or  a  five. 

The  truth  is,  that  in  cases  of  a  contraction  of  the 
paper  currency,  it  is  the  large  notes,  the  notes  for  a 
thousand,  five  hundred  or  a  hundred  dollars,  that 
first  begin  to  disappear;  and  the  contraction  must  be 
carried  to  a  great  extent  before  it  reaches  the  twos 
and  the  ones.  That  this  must  be  so,  is  clear  from 
the  well-known  fact,  that  the  average  time  which 
bank  notes  of  different  denominations  remain  in  cir¬ 
culation,  diminishes  rapidly  as  the  denomination  of 
the  notes  increases.  Hence  the  curtailment  must 
principally  fall  upon  the  large  notes,  because  they  are 
the  first  to  return  to  the  possession  of  the  issuer.  As 
it  is  with  contractions,  so  it  is  with  expansions  of  the 
currency.  The  increase  of  speculative,  that  is  of 
prospective  operations, — operations  carried  on  upon  a 
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large  scale, — demands  an  increase  of  large  notes, 
adapted  to  the  use  of  that  sort  of  business,  which 
increase  takes  place  accordingly,  while  the  amount 
of  the  small  notes  remains  comparatively  steady.  It 
thus  appears  that  the  suppression  of  small  notes,  so 
far  from  giving  a  stability  to  the  paper  currency,  acts 
directly  to  increase  its  tendency  to  fluctuation. 

The  evils  growing  out  of  commercial  fluctuations 
have  been  felt  with  much  greater  severity  in  England 
than  in  Scotland.  The  former  country  has  suffered 
ten  times  as  much  from  bank  failures  as  ever  did  the 
latter ;  yet  in  Scotland  twenty-shilling  notes  have 
always  circulated,  while  in  England  five  pounds  has 
generally  formed  the  limit  of  the  paper  circulation. 
So  far  as  regards  bank  failures,  this  difference  has 
been  chiefly  produced  by  the  superiority  of  capital  and 
means  possessed  by  the  Scotch  joint-stock  banks.  The 
weakness  of  the  English  private  banks,  caused  by  the 
limitation  in  the  number  of  their  partners,  and  their 
peculiar  liability,  growing  out  of  their  constitution  and 
management,  to  be  deeply  involved  in  every  new 
speculation,  has  been  the  efficient  cause  of  the  frequent, 
extensive  and  disastrous  failures  to  which  they  have 
been  exposed.  The  banks  of  New  England,  though 
they  have  always  issued  one-dollar  notes,  have  been 
infinitely  more  stable  than  the  English  private  banks. 

It  has  been  alleged  as  an  evil  growing  out  of  the 
circulation  of  small  notes,  that  it  banishes  specie 
from  the  interior  and  concentrates  it  in  the  large 
towns  on  the  sea-board  ;  so  that  in  case  of  a  demand 
for  specie  for  exportation,  that  demand  falls  wholly 
and  at  once  on  the  sea-port  banks.  Now,  in  point  of 
fact,  this  concentration  of  the  specie  of  the  country 
in  the  great  commercial  towns,  so  far  from  being  an 
evil,  is  so  much  a  good,  that  it  maybe  enumerated  as 
one  of  the  principal  benefits  to  be  derived  from  the 
system  of  inducing  all  the  country  banks  to  redeem 
their  notes  in  that  commercial  town  with  which  the 
section  of  the  country  to  which  they  belong  is  princi¬ 
pally  connected. 
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On  this  subject  of  specie  and  the  demand  on  the 
banks  for  specie,  a  strange  hallucination  seems  to  pre¬ 
vail.  The  idea  appears  to  be,  that  the  proper  duty  of 
the  specie  fund  of  a  bank  is,  to  lie  forever  idle  in  the 
hank  vaults;  whereas,  the  entire  utility  of  keeping 
a  fund  of  specie  on  hand  arises  from  the  fact,  that 
such  a  fund  is  occasionally  needed  for  use.  That  use 
of  it  which  is  the  most  common,  most  extensive,  and 
most  important,  is,  to  settle  the  balances  with  foreign 
countries;  and  to  enable  it  to  perform  this  office  with 
the  greatest  promptitude  and  convenience,  it  is  neces¬ 
sary  that  it  should  be  concentrated  in  those  great 
commercial  marts  through  which  the  intercourse  with 
foreign  countries  is  principally  carried  on. 

It  is  the  proper  business  of  the  banks  of  these  great 
cities  to  attend  to  this  matter  of  foreign  balances,  and 
they  ought  always  to  have  the  means  on  hand  to 
meet  any  sudden  demand  from  abroad.  Instead  of 
being  taken  by  surprise  by  the  turn  of  the  exchanges 
against  us,  and  overwhelmed  with  a  panic,  which 
they  presently  communicate  to  the  rest  of  the  country, 
that  is  a  contingency  which  they  ought  always  to 
bear  in  mind,  and  to  be  prepared  for. 

Suppose,  for  instance,  such  a  demand  from  abroad 
upon  the  New  York  banks  for  specie,  as  to  diminish 
their  stock  on  hand  one  half  or  three  quarters, — it  is 
certainly  the  duty  of  those  banks  so  far  to  diminish 
their  loans  as  to  be  enabled  to  replace  the  amount  that 
has  been  withdrawn  from  their  vaults.  This  how¬ 
ever  they  ought  to  do  gradually.  It  is  not  necessary 
that  the  specie  should  be  replaced  the  very  instant  it 
is  withdrawn;  that  indeed  is  in  the  nature  of  things 
impossible  ;  nor  is  it  either  necessary  or  expedient  for 
the  bank  to  create  a  panic  by  a  sudden  and  violent 
contraction,  for  such  a  panic,  by  causing  a  sudden 
fall  of  prices,  and  a  sudden  interruption  to  commer¬ 
cial  transactions,  makes  unnecessary  a  portion  of  the 
currency  previously  circulating.  This  currency,  thus 
set  free,  instantly  tends  to  return  to  the  source  of  its 
issue ;  so  that  the  same  process  by  which  the  banks 
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suddenly  withdraw  a  portion  of  their  issues,  creates 
the  necessity  of  withdrawing  still  another  portion. 
This  difficulty  may  be  easily  avoided  by  a  gradual 
contraction. 

It  is  indeed  commonly  alleged  that  for  every  dollar 
withdrawn  from  the  banks  in  coin,  it  becomes  neces¬ 
sary  for  the  banks  to  withdraw  from  circulation  some 
five,  six,  or  ten  dollars  of  their  paper,  or  to  diminish 
their  loans  in  that  proportion.  This  notion  is  founded 
upon  the  idea,  that  the  specie  in  the  vaults  of  a  bank 
forms  the  basis  of  its  issues,  and  that  each  specie  dol¬ 
lar  in  a  bank  vault  svpjmrts  the  circulation  of  a  certain 
number  of  paper  dollars,  determined  by  the  ratio  which 
the  entire  amount  of  the  specie  of  a  bank  bears  to  the 
entire  amount  of  its  circulation,  which  basis  being 
withdrawn,  the  quantity  of  paper  which  it  supported, 
must  be  withdrawn  also.  This  idea,  however,  is 
clearly  erroneous.  The  amount  of  notes  which  a 
bank  may  be  able  to  keep  in  circulation  has  nothing 
whatever  to  do  with  the  amount  of  specie  in  its  pos¬ 
session.  It  depends  entirely  upon  the  extent  of  the 
sphere  through  which  the  notes  circulate,  and  upon 
the  amount  of  the  competition  which  they  have  to 
encounter.  It  is  very  plain  that,  if  a  bank  which  has 
paid  out  from  its  vaults  half  a  million  of  specie, 
instead  of  lending  out  upon  interest  the  next  half 
million  which  is  paid  into  it, — whether  that  half  mil¬ 
lion  paid  in  consists  of  its  own  notes  or  the  notes  of 
other  banks, — shall  employ  that  sum  in  the  purchase 
of  specie,  it  can  by  that  means,  with  a  small  deduc¬ 
tion  for  premium  and  commission,  replace  all  the 
specie  it  has  lost. 

Diminishing  the  circulation  of  a  bank  has  no  ten¬ 
dency  whatever  to  increase  its  specie,  but  only  to 
decrease  the  likelihood  of  a  call  upon  it  for  specie. 
As  a  general  rule,  it  is  better  for  a  bank  to  protect  itself 
by  withdrawing  its  notes  from  circulation  than  by  the 
purchase  of  gold  and  silver  coin.  The  notes  which  it 
issues  for  such  purchases  are  liable  to  return  upon  it  at 
once;  whereas  the  notes  withdrawn  not  only  dimin- 
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ish  its  liabilities  by  their  own  amount,  but  the  with¬ 
drawal  diminishes  at  the  same  time  the  likelihood  of 
the  return  of  any  part  of  its  remaining  circulation. 

Some  of  the  principal  banks  in  New  York  and 
Philadelphia  have  adopted  a  judicious  method  of  pro¬ 
tecting  themselves  against  runs  for  specie  drawn  out  for 
the  purpose  of  paying  foreign  balances.  They  have 
opened  accounts  with  English  bankers,  to  whom  they 
make  remittances  when  the  exchange  is  in  their  favor. 
When  the  exchange  turns  against  them  or  is  on  the 
point,  of  doing  so,  they  draw  against  that  fund,  and  by 
coming  into  the  market  at  such  times  as  sellers  of  ex¬ 
change,  they  keep  down  the  price  of  it,  and  thus  pre¬ 
vent  the  exportation  of  specie.  On  the  other  hand, 
by  coming  into  the  market  as  purchasers  when  ex¬ 
change  is  low,  they  tend  to  raise  the  price.  Thus 
they  operate  in  both  ways,  to  prevent  fluctuations  in 
its  value,  and  while  protecting  themselves,  at  the  same 
time  they  confer  a  great  benefit  upon  the  merchants. 
These  operations  are  as  yet  in  their  infancy.  They 
admit  of  being  extended  much  further. 


CHAPTER  III. 


Advantages  and 


Disadvantages  of  a 
Currency. 


Small- Note 


Having  shown  the  futility  of  all  attempts  to  improve 
the  currency,  by  prohibiting  the  circulation  of  small 
notes,  the  question,  whether  or  not  the  circulation  of 
such  notes  ought  to  be  permitted,  remains  to  be  settled 
by  a  comparison  of  the  advantages  and  disadvantages 
with  which  their  use  is  attended. 

The  benefits  of  a  small-note  circulation  are  the 
same  in  kind,  though  not  so  obvious  and  striking  in 
their  character,  as  those  attendant  upon  a  circula¬ 
tion  of  large  notes.  They  enable  us  to  dispense  alto¬ 
gether  with  the  use  of  gold,  that  most  expensive  of 
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circulating  mediums, — and  they  reduce  the  quantity 
of  silver  required  for  circulating  uses  within  a  very 
narrow  limit.  Three  quarters,  at  least,  of  the  gold  and 
silver  thus  set  free  becomes  a  net  addition  to  the  cap¬ 
ital  of  the  country,  and  the  disappearance  of  these 
precious  metals  from  ordinary  use,  so  far  from  being 
an  evil,  is  only  a  sign  that  they  have  been  converted 
from  a  dead,  into  an  active  capital.  Under  these  cir¬ 
cumstances,  to  complain  that  the  paper  has  banished 
the  specie,  would  be  just  as  reasonable  as  to  lament 
that  the  use  of  cheap  cottons  had  banished  the  use  of 
dear  linens. 

The  convenience  afforded  by  the  use  of  small  notes, 
though  not  so  obvious  to  the  senses  as  that  which 
arises  from  the  use  of  large  ones,  is  yet  very  consider¬ 
able.  A  silver  dollar  is  a  cumbrous  coin,  and  ten 
silver  dollars  in  bulk  and  weight  are  more  than  any 
one  desires  to  carry  about  him.  Small  notes  possess 
besides  the  great  advantage  of  being  transmissible  by 
the  post;  and  though  the  remittance  of  five  or  ten  dol¬ 
lars  may  seem  a  very  trifling  matter  to  some,  it  is  an 
affair  of  no  inconsiderable  convenience  to  a  large  por¬ 
tion  of  the  community. 

The  convenience  of  small  notes  is  sufficiently  proved 
by  the  extreme  reluctance  of  a  community,  which  has 
once  experienced  their  advantages,  to  give  up  the 
benefit  of  them.  In  some  states  so  situated,  severe 
laws  have  been  enacted  against  their  use;  but  those 
laws  have  never  been  enforced.  It  has  been  easy  in¬ 
deed  for  a  state  to  prevent  its  own  banks  from  issuing 
notes  except  of  a  certain  denomination ;  but  the  gap 
thus  created  has  been  instantly  filled  by  an  influx  of 
small  notes  from  other  states.  It  becomes  a  matter 
of  speculation  with  banks  or  individuals  of  other 
states,  to  furnish  a  small-note  currency  for  the  citi¬ 
zens  of  the  prohibiting  state;  and  advantage  has  been 
taken  of  the  withdrawal  from  circulation  of  the  small 
notes  of  banks  well  known  and  entitled  to  confidence, 
to  push  into  circulation  the  small  notes  of  distant 
banks  not  possessed  of  any  solid  capital;  so  that  the 
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only  effect  of  those  laws  has  been  to  substitute  doubt¬ 
ful  notes  in  the  place  of  good  ones. 

Another  advantage  derived  from  the  circulation  of 
small  notes,  consists  in  the  encouragement  which  it 
holds  out  for  the  establishment  of  small  country 
banks.  If  the  circulation  of  all  notes  under  twenty 
dollars  were  prohibited,  the  greater  part  of  the  coun¬ 
try  banks  of  New  England  would  have  no  circulation 
at  all,  nor  would  they  be  able  to  continue  their  busi¬ 
ness  to  advantage.  The  profits  which  the  city  banks 
derive  from  the  use  of  deposits,  is  shared  only  in  a 
trifling  degree  by  the  country  banks.  For  any  thing 
beyond  the  bare  interest  on  their  capital,  those  banks 
are  mainly  dependent  upon  their  circulation,  and  that 
circulation  is  mainly  a  small-note  circulation  ;  so  that 
the  prohibition  of  the  issue  of  notes  under  twenty  dol¬ 
lars,  would  cause  the  shutting  up  of  the  greater  part 
of  the  country  banks,  and  would  deprive  the  country 
towns  of  the  facilities  and  benefits  which  they  confer. 

There  seem  to  be  only  two  cases  in  which  any  ad¬ 
vantage  can  be  derived  from  prohibiting  the  circula¬ 
tion  of  small  notes.  The  first  case  is,  when  the  whole 
banking  system  of  a  country  is  so  destitute  of  a  suffi¬ 
cient  foundation  of  capital,  or  of  sufficient  judgment 
and  skill  in  the  employment  of  that  capital,  as  to  cre¬ 
ate  a  degree  of  unsoundness  in  the  whole  mass  of  the 
paper  currency.  In  such  a  case,  any  thing  which 
tends  to  increase  the  circulating  proportion  of  the  pre¬ 
cious  metals  is  a  benefit;  and  the  prohibition  of  small 
notes,  so  far  as  it  goes,  is  a  benefit.  But  it  is  suffi¬ 
ciently  obvious  that  the  prohibition  of  large  notes 
would  be  a  still  greater  benefit,  since,  by  the  supposi¬ 
tion,  they  do  not  possess  those  qualities  which  alone 
adapt  them  to  serve  as  a  substitute  for  the  precious 
metals. 

The  advocates  of  a  purely  metallic  currency  are 
therefore  sufficiently  consistent  in  advocating  the  pro¬ 
hibition  of  small  notes.  They  assume  that  every  cur¬ 
rency  of  bank  paper  is,  and  of  necessity  must  be,  un¬ 
safe  and  unsound.  Their  object,  therefore,  is  to  abol- 
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ish  the  use  of  paper  entirely.  Knowing,  however,  that 
such  projects  are  best  carried  by  degrees,  they  begin 
with  the  one-dollar  notes ;  and  their  warfare  against 
this  description  of  currency  is  greatly  assisted  by  the 
prevailing  prejudice  with  regard  to  it,  the  explosion 
of  which  has  been  above  attempted.  From  the  one- 
dollar  notes,  they  proceed  to  the  fives,  the  tens,  the 
twenties.  But  having  advanced  thus  far,  they  will 
not  stop.  Those  same  fluctuations  of  trade,  that  same 
alternation  of  high  and  low  prices,  which  have  fur¬ 
nished  the  pretence  for  prohibiting  notes  under  twenty 
dollars,  will  still  continue  to  occur;  and  will  form  a 
reason  quite  as  substantial  for  demanding  the  prohibi¬ 
tion  of  all  notes  whatever.  Gold  is  the  panacea  of 
these  physicians;  and  if  the  patient  fails  to  amend 
under  their  prescription,  they  will  still  declare  that 
the  only  reason  is,  that  he  has  not  taken  enough  of 
the  medicine. 

There  is  one  other  case  in  which  the  prohibition  of 
small  notes  may  be  beneficial,  and  that  is,  where  the 
mass  of  the  inhabitants  are  unable  to  read.  The  value, 
and  even  the  authenticity  of  a  bank  note,  is  to  be  judged 
of  by  the  reading  upon  it ;  but  if  the  mass  of  the  inhab¬ 
itants  are  unable  to  read,  they  will  be  unable  to  dis¬ 
tinguish  good  notes  from  bad  ones,  and  will  be  liable 
to  gross  impositions.  In  such  a  country,  Adam 
Smith’s  doctrine  of  confining  the  use  of  bank  paper 
to  wholesale  transactions,  might  perhaps  be  wisely 
adopted  ;  for  in  this  case,  as  in  others,  ignorance  would 
be  likely  to  turn  into  an  evil  what  otherwise  would  be 
a  benefit. 

These  two  cases  seem  to  be  the  only  ones  in  which 
the  slightest  advantage  is  derivable  from  that  pro¬ 
hibition  of  small  notes,  to  which  such  an  undue  im¬ 
portance  has  been  given.  If  there  is  any  portion  of 
the  Union  to  which  these  reasons  are  applicable,  it  is 
the  Southern  States,  and  perhaps  in  those  states  the 
prohibition  of  small  notes  may  be  a  wise  enactment. 
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THE  NEW  YORK  FREE  BANKING  ACT. 


An  Act  to  authorize  the  Business  of  Banking.  Passed 
April  IS,  1838. 

The  People  of  the  State  of  New  York,  represented  in 
Senate  and  Assembly,  do  enact  as  follows  : 

Sect.  1.  The  comptroller  is  hereby  authorized  and  re¬ 
quired  to  cause  to  be  engraved  and  printed  in  the  best 
manner  to  guard  against  counterfeiting,  such  quantity  of 
circulating  notes,  in  the  similitude  of  bank  notes  in  blank, 
of  the  different  denominations  authorized  to  be  issued  by 
the  incorporated  banks  of  this  State,  as  he  may  from  time 
to  time  deem  necessary,  to  carry  into  effect  the  provisions 
of  this  act,  and  of  such  form  as  he  may  prescribe.  Such 
blank  circulating  notes  shall  be  countersigned,  numbered, 
and  registered  in  proper  books  to  be  provided  and  kept 
for  that  purpose  in  the  office  of  said  comptroller,  under  his 
direction,  by  such  person  or  persons  as  the  said  comptroller 
shall  appoint  for  that  purpose,  so  that  each  denomination 
of  such  circulating  notes  shall  all  be  of  the  same  similitude, 
and  bear  the  uniform  signature  of  such  register,  or  one  of 
such  registers. 

Sect.  2.  Whenever  any  person  or  association  of  persons 
formed  for  the  purpose  of  banking  under  the  provisions  of 
this  act,  shall  legally  transfer  to  the  comptroller  any  portion 
of  the  public  debt  now  created  or  hereafter  to  be  created  by 
the  United  States  or  by  this  State,  or  such  other  States  of 
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the  United  States  as  shall  be  approved  by  the  comptroller, 
such  person  or  association  of  persons  shall  be  entitled  to 
receive  from  the  comptroller  an  equal  amount  of  such  cir¬ 
culating  notes,  of  different  denominations,  registered  and 
countersigned  as  aforesaid  ;  but  such  public  debt  shall  in 
all  cases  be,  or  be  made  to  be,  equal  to  a  stock  of  the  State 
producing  five  per  cent  per  annum  ;  and  it  shall  not  be  law¬ 
ful  for  the  comptroller  to  take  any  stock  at  a  rate  above 
its  par  value. 

Sect.  3.  Such  person  or  association  of  persons  are  here¬ 
by  authorized,  after  having  executed  and  signed  such  circu¬ 
lating  notes  in  the  manner  required  by  law  to  make  them 
obligatory  promissory  notes  payable  on  demand,  at  the 
place  of  business,  within  this  State,  of  such  person  or  asso¬ 
ciation,  to  loan  and  circulate  the  same  as  money,  according 
to  the  ordinary  course  of  banking  business  as  regulated  by 
the  laws  and  usages  of  this  State. 

Sect.  4.  In  case  the  maker  or  makers  of  any  such  cir¬ 
culating  note,  countersigned  and  registered  as  aforesaid, 
shall  at  any  time  hereafter,  on  lawful  demand  during  the 
usual  hours  of  business,  between  the  hours  of  ten  and 
three  o’clock,  at  the  place  where  such  note  is  payable,  fail 
or  refuse  to  redeem  such  note  in  the  lawful  money  of  the 
United  Slates,  the  holder  of  such  note  making  such  de¬ 
mand,  may  cause  the  same  to  be  protested  for  non-payment 
by  a  notary  public,  under  his  seal  of  office,  in  the  usual 
manner ;  and  the  comptroller,  on  receiving  and  filing  in  his 
office  such  protest,  shall  forthwith  give  notice  in  writing  to 
the  maker  or  makers  of  such  note  to  pay  the  same  ;  and  if 
he  or  they  shall  omit  to  do  so  for  ten  days  after  such  notice, 
the  comptroller  shall  immediately  thereupon  (unless  he 
shall  be  satisfied  that  there  is  a  good  and  legal  defence 
against  the  payment  of  such  note  or  notes),  give  notice  in 
the  state  paper  that  all  the  circulating  notes  issued  by  such 
person  or  association  will  be  redeemed  out  of  the  trust 
funds  in  his  hands  for  that  purpose;  and  it  shall  be  lawful 
for  the  comptroller  to  apply  the  said  trust  funds  belonging  to 
the  maker  or  makers  of  such  protested  notes,  to  the  pay¬ 
ment  and  redemption  of  such  notes,  with  costs  of  protest, 
and  to  adopt  such  measures  for  the  payment  of  all  such 
circulating  notes  put  in  circulation  by  the  maker  or  ma¬ 
kers  of  such  protested  notes,  pursuant  to  the  provisions  of 
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this  act,  as  will,  in  his  opinion,  most  effectually  prevent  loss 
to  the  holders  thereof. 

Sect.  5.  The  comptroller  may  give  to  any  person  or 
association  of  persons  so  transferring  stock  in  pursuance  of 
the  provisions  of  this  act,  powers  of  attorney  to  receive 
interest  or  dividends  thereon,  which  such  person  or  associ¬ 
ation  may  receive  and  apply  to  their  own  use;  but  such 
powers  may  be  revoked  upon  such  person  or  association 
failing  to  redeem  the  circulating  notes  so  issued,  or  when¬ 
ever  in  the  opinion  of  the  comptroller  the  principal  of  such 
stock  shall  become  an  insufficient  security  ;  and  the  said 
comptroller,  upon  the  application  of  the  owner  or  owners 
of  such  transferred  stock  in  trust,  may,  in  his  discretion, 
change  or  transfer  the  same  for  other  stocks  of  the  kinds 
before  specified  in  this  act,  or  may  re-transfer  the  said 
stocks,  or  any  part  thereof,  or  the  mortgages,  or  any  of 
them  hereinafter  mentioned  and  provided  for,  upon  receiv¬ 
ing  and  cancelling  an  equal  amount  of  such  circulating 
notes  delivered  by  him  to  such  person  or  association,  in 
such  manner  that  the  circulating  notes  shall  always  be 
secured  in  full  either  by  stocks  or  by  stocks  and  mortgages, 
as  in  this  act  provided. 

Sect.  6.  The  bills  or  notes  so  to  be  countersigned,  and 
the  payment  of  which  shall  be  so  secured  by  the  transfer  of 
public  stocks,  shall  be  stamped  on  their  face,  “  Secured  by 
the  pledge  of  public  stocks.” 

Sect.  7.  Instead  of  transferring  public  stocks  as  afore¬ 
said  to  secure  the  whole  amount  of  such  bills  or  notes,  it 
shall  be  lawful  for  such  person  or  association  of  persons,  in 
case  they  shall  so  elect  before  receiving  any  of  the  said 
bills  or  notes,  to  secure  the  payment  of  one  half  of  the 
whole  amount  so  to  be  issued,  by  transferring  to  the  comp¬ 
troller  bonds  and  mortgages  upon  real  estate,  bearing  at 
least  six  per  cent  interest  of  this  State,  payable  annually  or 
semi-annually  ;  in  which  case  all  such  bills  or  notes  issued 
by  the  said  person  or  association  of  persons,  shall  be  stamped 
on  their  face,  “  Secured,  by  pledge  of  public  stocks  and  real 
estate.” 

Sect.  8.  Such  mortgages  shall  be  only  upon  improved, 
productive,  unincumbered  lands  within  this  State,  worth, 
independently  of  any  buildings  thereon,  at  least  double  the 
amount  for  which  they  shall  be  so  mortgaged ;  and  the 
comptroller  shall  prescribe  such  regulations  for  ascertaining 
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the  title  and  the  value  of  such  lands  as  he  may  deem  ne¬ 
cessary  ;  and  such  mortgages  shall  be  payable  within  such 
time  as  the  comptroller  may  direct. 

Sect.  9.  The  comptroller  may,  in  his  discretion,  reassign 
the  said  bonds  and  mortgages,  or  any  of  them,  to  the  per¬ 
son  or  association  who  transferred  the  same,  on  receiving 
other  approved  bonds  and  mortgages  of  equal  amount ;  and 
when  any  sum  of  the  principal  of  the  bonds  and  mortgages 
transferred  to  the  comptroller  shall  be  paid  to  him,  he  shall 
notify  the  person  or  association  that  transferred  the  bonds 
and  mortgages  of  such  payment,  and  may  pay  the  same  to 
such  person  or  association  on  receiving  other  approved 
bonds  and  mortgages  of  equal  amount. 

Sect.  10.  The  person  or  association  of  persons  assign¬ 
ing  such  bonds  and  mortgages  to  the  comptroller,  may 
receive  the  annual  interest  to  accrue  thereon,  unless  default 
shall  be  made  in  paying  the  bills  or  notes  to  be  counter¬ 
signed  as  aforesaid,  or  unless  in  the  opinion  of  the  comp¬ 
troller  the  bonds  and  mortgages  or  stocks  so  pledged  shall 
become  an  insufficient  security  for  the  payment  of  such 
bills  or  notes. 

Sect.  11.  In  case  such  person  or  association  of  persons 
shall  fail  or  refuse  to  pay  such  bills  or  notes  on  demand  in 
the  manner  specified  in  the  fourth  section  of  this  act,  the 
comptroller,  after  the  ten  days’  notice  therein  mentioned, 
may  proceed  to  sell  at  public  auction  the  public  stocks  so 
pledged,  or  the  bonds  and  mortgages  so  assigned,  or  any  or 
either  of  them,  and  out  of  the  proceeds  of  such  sale  shall 
pay  and  cancel  the  said  bills  or  notes,  default  in  paying 
which  shall  have  been  made  as  aforesaid  ;  but  nothing  in 
this  act  contained  shall  be  considered  as  implying  any 
pledge  on  the  part  of  the  State  for  the  payment  of  said 
bills  or  notes  beyond  the  proper  application  of  the  securi¬ 
ties  pledged  to  the  comptroller  for  their  redemption. 

Sect.  12.  The  public  debt  and  bonds  and  mortgages  to 
be  deposited  with  the  comptroller  by  any  such  person  or  as¬ 
sociation,  shall  be  held  by  him  exclusively  for  the  redemption 
of  the  bills  or  notes  of  such  person  or  association  put  in  cir¬ 
culation  as  money,  until  the  same  are  paid. 

Sect.  13.  The  plates,  dies,  and  materials  to  be  procured 
by  the  comptroller,  for  the  printing  and  making  of  the  cir¬ 
culating  notes  provided  for  hereby,  shall  remain  in  his 
custody,  and  under  his  direction ;  and  the  expenses  neces- 
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sarily  incurred  in  executing  the  provisions  of  this  act,  shall 
be  audited  and  settled  by  the  comptroller,  and  paid  out  of 
any  moneys  in  the  treasury  not  otherwise  appropriated  ;  and 
for  the  purpose  of  reimbursing  the  same,  the  said  comptroller 
is  hereby  authorized  and  required  to  charge  against  and  re¬ 
ceive  from  such  person  or  association  applying  for  such  cir¬ 
culating  notes,  such  rate  per  cent  thereon  as  may  be  sufficient 
for  that  purpose,  and  as  may  be  just  and  reasonable. 

Sect.  14.  It  shall  not  be  lawful  for  the  comptroller,  or 
other  officer,  to  countersign  bills  or  notes  for  any  person  or 
association  of  persons,  to  an  amount  in  the  aggregate  exceed¬ 
ing  the  public  debt,  or  public  debt  and  bonds  and  mortgages 
at  their  par  value,  as  provided  in  the  second  section  of  this  act, 
deposited  with  the  comptroller  by  such  person  or  association  ; 
and  any  comptroller  or  other  officer  who  shall  violate  the 
provisions  of  this  section,  shall,  upon  conviction,  be  adjudged 
guilty  of  a  misdemeanor,  and  shall  be  punished  by  a  fine  not 
less  than  five  thousand  dollars,  or  be  imprisoned  not  less 
than  five  years,  or  by  both  such  fine  and  imprisonment. 

Sect.  15.  Any  number  of  persons  may  associate  to  estab¬ 
lish  offices  of  discount,  deposit,  and  circulation,  upon  the 
terms  and  conditions,  and  subject  to  the  liabilities  prescribed 
in  this  act;  but  the  aggregate  amount  of  the  capital  stock 
of  any  such  association  shall  not  be  less  than  one  hundred 
thousand  dollars. 

Sect.  16.  Such  persons,  under  their  hands  and  seals, 
shall  make  a  certificate  which  shall  specify: 

1.  The  name  assumed  to  distinguish  such  association, 
and  to  be  used  in  its  dealings : 

2.  The  place  where  the  operations  of  discount  and  de¬ 
posit  of  such  association  are  to  be  carried  on,  designating 
the  particular  city,  town,  or  village  : 

3.  The  amount  of  the  capital  stock  of  such  association, 
and  the  number  of  shares  into  which  the  same  shall  be 
divided  : 

4.  The  names  and  places  of  residence  of  the  sharehold¬ 
ers,  and  the  number  of  shares  held  by  each  of  them 
respectively : 

5.  The  period  at  which  such  association  shall  commence 
and  terminate  ;  which  certificate  shall  be  proved  or  acknow¬ 
ledged,  and  recorded  in  the  office  of  the  clerk  of  the  county 
where  any  office  of  such  association  shall  be  established, 
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and  a  copy  thereof  filed  in  the  office  of  the  Secretary  of 
State. 

Sect.  17.  The  certificate  required  by  the  last  preceding 
section  to  be  recorded  and  filed  in  the  offices  of  the  clerk 
of  the  county  and  Secretary  of  State  as  aforesaid,  or  copies 
thereof,  duly  certified  by  either  of  those  officers,  may  be 
used  as  evidence  in  all  courts  and  places  for  and  against  any 
such  association. 

Sect.  18.  Such  association  shall  have  power  to  carry  on 
the  business  of  banking,  by  discounting  bills,  notes,  and 
other  evidences  of  debt ;  by  receiving  deposits ;  by  buying 
and  selling  gold  and  silver  bullion,  foreign  coins,  and  bills 
of  exchange,  in  the  manner  specified  in  their  articles  of  as¬ 
sociation  for  the  purposes  authorized  by  this  act;  by  loaning 
money  on  real  and  personal  security;  and  by  exercising 
such  incidental  powers  as  shall  be  necess^-y  to  carry  on 
such  business;  to  choose  one  of  their  number  as  president 
of  such  association,  and  to  appoint  a  cashier,  and  such  other 
officers  and  agents  as  their  business  may  require,  and  to  re¬ 
move  such  president,  cashier,  officers,  and  agents,  at  pleasure, 
and  appoint  others  in  their  place. 

Sect.  19.  The  shares  of  said  association  shall  be  deemed 
personal  property,  and  shall  be  transferable  on  the  books  of 
the  association  in  such  manner  as  may  be  agreed  on  in  the 
articles  of  association ;  and  every  person  becoming  a  share¬ 
holder  by  such  transfer,  shall,  in  proportion  to  his  shares, 
succeed  to  all  the  rights  and  liabilities  of  prior  shareholders; 
and  no  change  shall  be  made  in  the  articles  of  association 
by  which  the  rights,  remedies,  or  security  of  its  existing 
creditors  shall  be  weakened  or  impaired.  Such  association 
shall  not  be  dissolved  by  the  death  or  insanity  of  any  of  the 
shareholders  therein. 

Sect.  20.  It  shall  be  lawful  for  any  association  of  per¬ 
sons  organized  under  this  act,  by  their  articles  of  association, 
to  provide  for  an  increase  of  their  capital,  and  of  the  number 
of  the  associates,  from  time  to  time,  as  they  may  think  proper. 

Sect.  21.  Contracts  made  by  any  such  association,  and 
all  notes  and  bills  by  them  issued  and  put  in  circulation  as 
money,  shall  be  signed  by  the  president  or  vice-president, 
and  cashier  thereof;  and  all  suits,  actions  and  proceedings 
brought  or  prosecuted  by  or  on  behalf  of  such  association, 
may  be  brought  or  prosecuted  in  the  name  of  the  president 
thereof;  and  no  such  suit,  action,  or  proceeding,  shall  abate 
18 
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by  reason,  of  the  death,  resignation,  or  removal  from  office  of 
such  president,  but  may  be  continued  and  prosecuted  accord¬ 
ing  to  such  rules  as  the  courts  of  law  and  equity  may 
direct,  in  the  name  of  his  successor  in  office,  who  shall 
exercise  the  powers,  enjoy  the  rights,  and  discharge  the 
duties  of  his  predecessor. 

Sect.  22.  All  persons  having  demands  against  any  such 
association,  may  maintain  actions  against  the  president 
thereof ;  which  suits  or  actions  shall  not  abate  by  reason 
of  the  death,  resignation,  or  removal  from  office  of  such 
president,  but  may  be  continued  and  prosecuted  to  judgment 
against  his  successor :  and  all  judgments  and  decrees 
obtained  or  rendered  against  such  president  for  any  debt  or 
liability  of  such  association,  shall  be  enforced  only  against 
the  joint  property  of  the  association,  and  which  property 
shall  be  liable  to  be  taken  and  sold  by  execution  under  any 
such  judgmen^or  decree. 

Sect.  23.  No  shareholder  of  any  such  association  shall 
be  liable  in  his  individual  capacity  for  any  contract,  debt,  or 
engagement  of  such  association,  unless  the  articles  of  asso¬ 
ciation  by  him  signed  shall  have  declared  that  the  share¬ 
holder  shall  be  so  liable. 

Sect.  24.  It  shall  be  lawful  for  such  association  to  pur¬ 
chase,  hold,  and  convey  real  estate  for  the  following  pur¬ 
poses  : 

1.  Such  as  shall  be  necessary  for  its  immediate  accom¬ 
modation  in  the  convenient  transaction  of  its  business  ;  or, 

2.  Such  as  shall  be  mortgaged  to  it  in  good  faith,  by  way 
of  security  for  loans  made  by,  or  moneys  due  to,  such  asso¬ 
ciation  ;  or, 

3.  Such  as  shall  be  conveyed  to  it  in  satisfaction  of  debts 
previously  contracted  in  the  course  of  its  dealings  ;  or, 

4.  Such  as  it  shall  purchase  at  sales  under  judgments, 
decrees,  or  mortgages,  held  by  such  association. 

The  said  association  shall  not  purchase,  hold,  or  convey 
real  estate  in  any  other  case,  or  for  any  other  purpose ;  and 
all  conveyances  of  such  real  estate  shall  be  made  to  the 
pp- sident,  or  such  other  officer  as  shall  be  indicated  for  that 
purpose  in  the  articles  of  association ;  and  which  president 
or  officer,  and  his  successors,  from  time  to  time,  may  sell, 
assign,  and  convey  the  same,  free  from  every  claim  thereon, 
against  any  of  the  shareholders,  or  any  person  claiming 
under  them. 
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Sect.  25.  Upon  the  application  of  creditors  or  sharehold¬ 
ers  of  any  such  association,  whose  debts  or  shares  shall 
amount  to  one  thousand  dollars,  and  stating  facts,  verified  by 
affidavit,  the  Chancellor  may,  in  his  discretion,  order  a  strict 
examination  to  be  made,  by  one  of  the  masters  of  his  court, 
of  all  the  affairs  of  such  association,  for  the  purpose  of  ascer¬ 
taining  the  safety  of  its  investments,  and  the  prudence  of 
its  management ;  and  the  result  of  every  such  examination, 
together  with  the  opinion  of  the  master  and  of  the  Chancel¬ 
lor  thereon,  shall  be  published  in  such  manner  as  the 
Chancellor  shall  direct,  who  shall  make  such  order  in  respect 
to  the  expenses  of  such  examination  and  publication  as  he 
may  deem  proper. 

Sect.  26.  Such  association  shall,  on  the  first  Mondays 
of  January  and  July  in  every  year,  after  having  commenced 
the  business  of  banking  as  prescribed  by  this  act,  make  out 
and  transmit  to  the  comptroller,  in  the  form  to  be  provided 
by  him,  a  full  statement  of  the  affairs  of  the  association, 
verified  by  the  oaths  of  the  president  or  cashier,  which 
statement  shall  contain, 

1.  The  amount  of  the  capital  stock  paid  in  according  to 
the  provisions  of  this  act,  or  secured  to  be  paid. 

2.  The  value  of  the  real  estate  of  the  association;  spe¬ 
cifying  what  portion  is  occupied  by  the  association  as  neces¬ 
sary  to  the  transaction  of  its  business. 

3.  The  shares  of  stock  held  by  such  association,  whether 
absolutely  or  as  collateral  security ;  specifying  each  kind 
and  description  of  stock,  and  the  number  and  value  of  the 
shares  of  each. 

4.  The  amount  of  debts  due  to  the  association  ;  specifying 
such  as  are  due  from  monied  or  other  corporations  or  asso¬ 
ciations  ;  and  also  specifying  the  amount  secured  by  bond 
and  mortgage,  or  judgment;  and  the  amount  which  ought 
to  be  included  in  the  computation  of  losses. 

5.  The  amount  of  debts  due  by  such  association,  speci¬ 
fying  such  as  are  payable  on  demand,  and  such  as  are  due 
to  monied  or  other  corporations  or  associations. 

6.  The  amount  of  claims  against  the  association  ^not 
acknowledged  by  it  as  debts. 

7.  The  amount  of  notes,  bills,  or  other  evidences  of 
debt,  issued  by  such  association. 

8.  -The  amount  of  the  losses  of  the  association;  speci* 
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fying  whether  charged  on  its  capital  or  profits,  since  its  last 
preceding  statement,  and  of  its  dividends  declared  and 
made  during  the  same  period. 

9.  The  average  amount  in  each  month  during  the  pre¬ 
ceding  six  months  of  the  debts  due  to  and  from  the  associ¬ 
ation  ;  the  average  amount  of  specie  possessed  by  the  same 
during  each  month,  and  the  amount  of  bills  and  notes  issued 
by  such  association,  and  put  in  circulation  as  money,  and 
outstanding  against  the  association,  on  the  first  day  of  each 
of  the  preceding  six  months. 

10.  The  average  amount  in  each  month,  during  the 
preceding  six  months,  due  to  the  association  from  all  the 
shareholders  in  the  association ;  also  the  greatest  amount 
due  to  the  association  in  each  of  the  said  preceding  six 
months,  from  all  the  shareholders  in  such  association. 

11.  The  amount  which  the  capital  of  the  said  association 
has  been  increased  during  the  preceding  six  months,  if  there 
shall  have  been  any  increase  of  the  said  capital ;  and  the 
names  of  any  persons  who  may  have  become  parties  to  the 
said  articles  of  association,  or  may  have  withdrawn  there¬ 
from  since  their  last  report. 

It  shall  be  the  duty  of  the  comptroller  to  cause  the  state¬ 
ment,  required  to  be  made  by  this  section,  to  be  published 
in  a  newspaper  printed  in  the  county  where  the  place  of 
business  of  such  association  is  situated,  and  in  the  state 
paper,  the  expense  of  which  shall  be  paid  by  such  association. 

Sect.  27.  If  such  association  shall  neglect  to  make  out 
and  transmit  the  statement  required  in  the  last  preceding 
section,  for  one  month  beyond  the  period  when  the  same  is  re¬ 
quired  to  be  made,  it  may  be  proceeded  against  and  dissolved 
by  the  court  of  Chancery,  in  the  same  manner  as  any  mon¬ 
ied  corporation  may  be  proceeded  against  and  dissolved. 

Sect.  28.  If  any  portion  of  the  original  capital  of  any 
such  association  shall  be  withdrawn  for  any  purpose  what¬ 
ever  whilst  any  debts  of  the  association  remain  unsatisfied, 
no  dividends  or  profits  on  the  shares  of  the  capital  stock  of 
the  association  shall  thereafter  be  made,  until  the  deficit  of 
capital  shall  have  been  made  good,  either  by  subscription 
of  the  shareholders,  or  out  of  the  subsequently  accruing 
profits  of  the  association;  and  if  it  shall  appear  that  any 
such  dividends  have  been  made,  it  shall  be  the  duty  of  the 
Chancellor  to  make  the  necessary  orders  and  decrees  for 
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closing  the  affairs  of  the  association,  and  distributing  its 
property  and  effects  among  its  creditors  and  shareholders. 

Sect.  29.  Such  association  shall  be  liable  to  pay  the 
holder  of  every  bill  or  note  put  in  circulation  as  money,  the 
payment  of  which  shall  have  been  demanded  and  refused, 
damages  for  non-payment  thereof,  in  lieu  of  interest,  at  and 
after  the  rate  of  fourteen  per  cent  per  annum,  from  the  time 
of  such  refusal  until  the  payment  of  such  evidence  of  debt, 
and  the  damages  thereon. 

Sect.  30.  The  president  and  cashier  of  every  association 
formed  pursuant  to  the  provisions  of  this  act,  shall  at  all  times 
keep  a  true  and  correct  list  of  the  names  of  all  the  share¬ 
holders  of  such  association,  and  shall  file  a  copy  of  such  list 
in  the  office  of  the  clerk  of  the  county  where  any  office  of 
such  association  may  be  located,  and  also  in  the  office  of  the 
comptroller,  on  the  first  Mondays  of  January  and  July  in 
every  year. 

Sect.  31.  It  shall  not  be  lawful  for  any  association 
formed  under  the  provisions  of  this  act,  to  make  any  of  its 
bills  or  notes  of  a  denomination  less  than  one  thousand 
dollars,  to  be  put  in  circulation  as  money,  payable  at  any 
other  place  than  at  the  office  where  the  business  of  such 
association  is  carried  on  and  conducted. 

Sect.  32.  The  Legislature  may,  at  any  time,  alter  or 
repeal  this  act. 

Sect.  33.  No  association  of  persons  authorized  to  carry 
on  the  business  of  banking  under  this  act  shall,  at  any  time, 
for  the  space  of  twenty  days,  have  on  hand  at  their  place 
of  business  less  than  twelve  and  a  half  per  cent  in  specie,  on 
the  amount  of  the  bills  or  notes  in  circulation  as  money. 

State  of  New  York,  ) 

Secretary's  Office .  \  I  have  compared  the  preceding 

with  an  original  act  of  the  Legislature  of  this  State,  on  file 
in  this  office,  and  do  certify  that  the  same  is  a  correct  tran¬ 
script  therefrom,  and  of  the  whole  of  said  original. 

Archibald  Campbell, 

Deputy  Secretary. 

Albany,  May  3,  IS3S. 
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